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ONE OF THE many modern plants of Hoerner Boxes, Inc. 
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NATIONALS ARE EASY to operate, making it easier 
for Hoerner Boxes, Inc. to train new employees. 
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A NATIONAL SYSTEM handles complicated accounting jobs with maximum speed and efficiency. 


“Our ational System 








R. N, HOERNER, Chairman of 
Board, Hoerner Boxes, Inc. 


saves us *13,800 a year... 


pays for itself every 15 months!’’—Hemer Boxes, Inc. 


Keokuk, lowa 








“Until we installed a National Sys- 
tem the employees in our accounting 
department had to put in much over- 
time work,” writes R. N. Hoerner, 
Chairman of Board, Hoerner Boxes, 
Inc. “We are pleased to report that 
our Nationals handle all our book- 
keeping quickly and efficiently and, 
as a result, make important savings 
in time and money. 

“We use our National Accounting 
Machines for many different jobs — 
from preparation of payroll and of 


government reports to maintenance 
of profit sharing and retirement trust 
records. Our Nationals complete all 
of these jobs with speed and effi- 
ciency and have made it possible for 
us to simplify our accounting set-up. 

“All in all our National System 
saves us at least $13,800 a year, pays 
for itself every 15 months!” 


‘ ‘ 


Chairman of Board, Hoerner Boxes, Inc. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


1039 OFFICES IN 121 COUNTRIES 





HELPING BUSINESS SAVE MONEY 


Your business, too, can benefit from the 
increased efficiency made possible by 
a National System. Nationals pay for 
themselves quickly through savings, 
then continue to return a regular 
yearly profit. For complete informa- 
tion, call your nearby National repre- 
sentative today. He’s listed in 

the yellow pages of your 

phone book. 


*TRADE MARK REG. U.S. PAT. OFF. 


CASH REGISTERS * ADDING MACHINES 
ACCOUNTING MACHINES 
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AT THIS POINT A SERIES OF 
ELECTIVES, COVERING THE 
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To prepare each student for a specific vocational objective, IAS offers an elective 
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1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 











2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 








4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 








and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 






6. To provide protection for the assets of 
the business, This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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Easy to own or lease 
...on a Marchant 


monthly installment 
or lease plan 


6 MONTHS PLAN 


Chosen by a consulting engineer- 
ing firm. They are buying a Mar- 
chant Deci-Magicto make estimat- 
ing and other complex figurework 
easier and faster. 


PERPETUAL LEASE 
(Monthly Rental Payments) 


A large manufacturer prefers this 
means of acquiring new Marchant 
Figuremasters for faster, more 
versatile volume figurework pro- 
duction in all departments. 


OAKLAND 8, CALIFORNIA 











Whether you need one or a dozen Marchants, your cash out- 
lay can be spread over 6, 12 or 18 months . . . depending on 
which of the three Marchant “Pay As You Save” plans you 
prefer. For as little as $23.75 a month you can put a Marchant 
calculator to work right away ... and it’s only $18.00 a month 
for Marchant’s new 10-key adder. 


Or, with either of Marchant’s two lease plans you keep your 
cash reserves for timely uses, making low monthly payments 
under either a perpetual lease or lease with option to buy. 


For full information call your nearby Marchant office or 
send the coupon below. 


See how typical firms are now using the Marchant machines they needed, by taking advantage of installment and lease plans 





12 MONTHS PLAN 


A savings and loan association 
selected this plan when it was 
ready for two more Marchant 
Figurematics, to speed up divi- 
dend, loan and interest calcula- 
tions on its growing number of 
accounts. 


LEASE WITH OPTION TO BUY 

(Monthly Payments) 
A grocery chain is putting in 10 
Marchant Retail Specials on this 
basis for all daily figurework and 
on-store inventory. Their Retail 
Specials multiply quantity by 
price, delivering individual total or 
accumulated total during actual 
entry of price. 


18 MONTHS PLAN 


Selected by an electrical distributor 
that wanted another Marchant 
‘*Twin-Set’’ Figurematic for mul- 
tiplying items by prices, giving 
each extension and the accumu- 
lated grand total simultaneously— 
in a single automatic operation! 


12 MONTHS PLAN FOR 


ADDER 


This is how a small dry-cleaning 
firm is buying its Marchant Adding 
Machine toimprove customer serv- 
ice and streamline bookkeeping. 








MARCHANT CALCULATORS, INC. 


Modern Management Counts on Marchant 


MARCHANT CALCULATORS, INC., OAKLAND 8, CALIFORNIA 

Please send us more information on Marchant’s 
(] 6, 12 and 18 months “Pay As You Save” Plans 
] Perpetual Lease Plan 


(| Lease with Option to Buy C-7 


NAME 
PLEASE ATTACH 





TO YOUR BUSINESS LETTERHEAD 


COUPON 











AN OPEN LETTER TO EMPLOYERS 


What would you say to a man who re- 
fused to read Shakespeare because he 
wrote before 1910? 

What would you think of a woman 
who looked with scorn on a Duncan 
Phyfe table because it was over 40 years 
old? 


Perhaps it is not much less absurd to 
judge men or women simply on the basis 
of chronological age. With age comes 
maturity and experience which cannot be 
manufactured overnight; yet, many em- 
ployers appear to overlook this essential 
fact in their hiring practices in many oc- 
cupations. 

What are the implications of an aging 
population? 


With the extension of life expectancy 
in recent years and the better health and 
greater vigor enjoyed by older persons, 
does it make sense to force competent men 
into retirement at 65 and to refuse to 
hive others because they are 45? 

Chronological age has lost its signifi- 
cance as the measure of a man’s ability to 
do a job. Few employers, including those 
in the field of accounting, seem aware of 
this phenomenon and fewer yet have put 
it to work for them constructively. There 
are approximately 275 general accountants 
registered with the Professional Office of 
the New York State Employment Service, 
and 34% of these are 45 years old or 
over. Most of them have had recent em- 
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ployment in responsible Positions and 
many have specialized skills. Even in time 
of peak employment, however, when the 
demand for accountants exceeds the sup- 
ply, employers tend to hold out for young 
men before deciding on a candidate. 

Various reasons are given by employers 
for this situation. The chief one is that 
the company pension plan has a manda. 
tory retirement age of 65, and, in order 
to give a man an adequate pension, the 
company will not hire him after his 45th 
birthday, nor will it retain him after he 
reaches age 65. On the surface, this argu- 
ment sounds a note of concern for the 
welfare of the employe. 

But is this really so? 

W hat if the man already has a pension? 


This is the case of a man who retires 
from the Army or Navy at the age of 55, 
He wants a job because he feels he still 
has a great deal to offer, could use the ad- 
ditional money, and does not want to 
stagnate. Then, again, look at it from the 
employer’s standpoint: On the one hand, 
he may lay off a seasoned, experienced 
man because the man’s calendar age is 65 
and take on an outsider who is 40 years 
younger, correspondingly less experienced, 
and unfamiliar with his business. 

Does that sound like good business 
practice ? 

Then, too, employers fear the cost dif- 
ferential, under existing pension plans, 
between the older worker and the younger 
employe. But, as R. W. Peterson, vice 
president and associate actuary of the 
Equitable Life Assurance Society of the 
United States, points out in his able ex- 
amination of a recent Department of 
Labor study of high pension costs as te- 
lated to age discrimination: 


Pension plans should not be considered 
in isolation. They are only one part of a 
broad program of employe compensation 
and benefits. If pension costs are considered 
in this framework, there should be less te- 
sistance to the participation of older em- 
ployes in well-designed pension programs. 
(“Pension Costs and the Employment of 
Older Workers,” Personnel, May 1957.) 


The adoption of vested rights in con- 
nection with pensions would tend to do 
away with the argument that starting peo- 
ple over 45 leaves the company open to 
criticism because of the inadequate pen- 
sion due to such a man upon retirement. 
It might be well to consider the greater 
stability of older employes in contrast to 
the vaulting ambitions of many younger 
men who move to other firms in the hope 
of going up faster. This often causes 4 
costly program of rehiring and retraining. 

Would not the increased cost in pen- 
sion rates for the older worker be offsel 
many times by the savings in turnover? 

One also hears this statement against 
hiring older workers: 

(Continued on page 306) 
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H. J. Haughton, Vice President and Controller, Jones & Laughlin Steel Corp. 


“Moore forms help us keep tab on costs” 


AUTOMATED SYSTEM GIVES JONES & LAUGHLIN ACCURATE BUDGETING FOR RIGID COST CONTROL 


A new costing system helps Jones & Laughlin Steel Corp. pin- management timely and easily understood reports. Planning 
point costs with greater accuracy. This calls for fast action is speeded, with time for correction if needed. Big decisions 
in collecting costs at their source. Punched cards record all tend to be more correct; little ones are routine. Valuable 
elements of cost — yield, labor charges, maintenance and yardsticks measure results in all theaters of costs. 


repairs, services, supplies, etc. An IBM 650 computes the The Moore man helped with the scientific 








actual cost of every product at each production stage. design of the procedures and forms used in 

This costing process is then repeated, but with budget the Automated Data Processing (ADP) sys- 
data rather than actual. When both actual and budget costs tem. For other examples of system improve- 
are known, they are printed, together with the variances ment, write on your letterhead to the nearest 
between the two, on a Commodity Cost Sheet, a Moore con- Moore office. 


tinuous form. This is J & L’s control in print. oot 
I Moore Business Forms, Inc., Niagara Falls, N. Y.; Denton, Texas; 


The mountains of production and cost data are handled Emeryville, Calif. Over 300 offices and factories through- aA 
at electronic speeds, giving all different levels of J & L’s out U. S., Canada, Mexico, Caribbean, Central America. Wooes 
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We promote from within, so we must 
hire younger men who can be trained for 
the higher positions. This makes it neces- 
sary for us to let the older workers go, to 
make room for those who have been 
promised promotions. 


That employers very often do not fol- 
low the “promotion from within” policy 
is clearly evident from the fact that last 
year, in the Professional Office of the 
New York State Employment Service, out 
of 14,687 orders received, an estimated 
two-thirds stipulated “must be experi- 
enced.” In other words, promotional jobs 
were filled from outside the organization. 

The fallacy that as a man grows older 
he needs “easier” work should not need 
highlighting. 

What could be easier work than what 
he has been doing for years so that it has 
become second nature to him? 

Hiring older accountants is good busi- 
ness for many reasons. We already have 
stressed the fact that usually they are 
more stable on the job; they are more 
mature; they have fewer outside distrac- 
tions; and they have years of training and 
experience back of them. Drawing on this 
practically untapped pool of mature work- 


THE CONTROLLER...... eee 


Forthcoming Features 


IN THE CONTROLLER 


3% CAPITAL EXPENDITURE EVALUATION 
by Frank Schwab, Jr. 


ye A THEORY OF DEPRECIATION 
CONSISTENT WITH DECISION-MAKING 


by Harold Bierman, Jr. 


%& THE ADVERTISING BUDGET 
by Frank D. Robinson 





ers is a constructive, economical way of 
recruiting accountants. 

The fact that a man of 50 or more is 
unemployed by no means indicates lack 
of ability to do his job well. In a few in- 
stances, selected at random from the ac- 
tive files of the Professional Office, rea- 
sons for unemployment of accountants 
included: firm decided to mechanize the 
bookkeeping department; employe, with 
firm for 24 years, released because of a 
change in treasurer (the new treasurer 
brought in his own man). In a number 
of other instances, auditors for construc- 
tion firms were laid off when the con- 
tract on which they were working was 
completed. In short, none of these men 
was laid off because his age had af- 
fected his work, but when he tried to 
find another job, age was usually given 
as the reason for not hiring him. 

Does this make sense? 

W hat is the trouble? 

Isn't it perhaps a matter of what the 
sociologists call "social lag” ? 

Men and women are remaining active 
into their 70’s. We are piling up a for- 
midable group of unemployed mature citt- 
zens who are capable of working and 


are eer 
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eager to remain productive; yet, business 
men look at the calendar instead of the 
individual when interviewing for staf 
replacement. 

Isn't it about time we brushed up on 
our statistics and looked the facts in the 
face? 


AstTrRID M. DODGE 

Employment Counselor 

Professional Office 

New York State Employment Service 
New York, N. Y. 


AUTOMATION 


Editors, THE CONTROLLER: 

We would like to present in our June 
issue a condensation of an article which 
appeared in the January 1957 issue of 
THE CONTROLLER entitled ‘Planning and 
Control in Machine Accounting Installa- 
tions” by Maurice S. Newman. Of 
course, proper recognition will be given 
both to your publication and to the 
author. 


ROSEMARY A. Dorr 
Associate Editor 

The Automatic O ffice 
Detroit, Michigan 


EARLY AMERICAN ENGLISH 


Editors, THE CONTROLLER: 


Your editorial ‘Down with Gobbledy- 
gook!”’ in the February issue of THE 
CONTROLLER reminded me of a note in 
a recent issue of Harper's. In a write-up 
about the Mayflower II, among other 
things it mentioned the signs posted in 
the cabin (mostly hilarious to the crew) 
one of which was quotable: 
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FRED SMITH 
New York 


Record Controls’ 
skilled staff is 
prepared to 
study your office 
routines and 
co-ordinate 
your records 
system, recom- 
mending proper 
equipment and 
machines to 

do the best job. 





RECORD CONTROLS, INC. 


209 S. La Salle Street 


CHICAGO °¢ 
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Executive Job “Tips” 

Noticeable in recent months has been a gradual growth 
in the number of executives who are ‘“‘available’’ because of 
mergers, acquisitions, the business recession, or other rea- 
sons. One specialist in the executive replacement field re- 
cently declared that “executive unemployment is higher now 
than it has been since World War II.” 

To assist unemployed executives with practical sugges- 
tions—dos and don’ts based on experience in the field— 
E. A. Butler, president of a management consulting firm in 
Philadelphia, recently developed a frank statement of things 
which executives should and should not do in their quest 
for a new position. The detailed recommendations appear 
on page 332 of this issue. We present them with the hope 
that few, if any, readers of THE CONTROLLER will find 
themselves in need of the advice, but that should they or 
business associates or friends be seeking counsel, these para- 
graphs will help bring the unusual problem of searching 
for a new position into sharp focus with a minimum loss of 
morale or valuable time. 


Conditioning for Cost-Cutting 

Companies which have cut costs most successfully are 
those in which top management conditions itself for major 
change and motivates frontline and middle management to 
achieve the desired savings by methodically facing up to the 
problem, searching out opportunities for economies, and 
setting up a rational cost-cutting program. 

These firms, points out the Association of Consulting 
Management Engineers, have recognized that: 


1. Effecting economies is not a matter of chopping off 
whole functions but rather one which extends through a 
whole company. Thus the cost-cutting task becomes a tedious 
and delicate one of pruning and trimming, rather than a 
series of dramatic strokes. 

2. More often than not, successful and relatively painless 
cost-reduction means a revision of a system, or the develop- 
ment of some formal procedure where none existed before. 
This is not easy, nor earth shaking, but the results can add up 
to substantial savings. 
ie. Record-keeping in all departments and at all echelons 
is especially vulnerable to the knife of the cost-conscious 
executive. But the probing has to be done in depth; often 
the explanations look perfectly rational on the surface. 

4. Change—in size or methods—often leaves vestigial re- 
mains, and these tiseless appendices may well clutter up a 


company long after the need for certain procedures. 

5. There are no handbooks, for one firm’s waste motion 
may be another’s essential function. Tracking down excess 
cost depends on a clear answer to the question, “What are 
our veal needs in this particular company?” 

6. Cost-cutting is a team job. It must be carefully or- 
ganized and responsibility for it must be carefully assigned. 
Unless the achievement of savings is a goal of the total 
enterprise the effort will be only partly successful. 

7. Administering the program is a tougher job than get- 
ting cost-paring ideas, because vested interests will often 
be affected. Cost tools—data showing how the cost dollar 
breaks down—must be available down to the lowest levels, 
and all responsible personnel must be trained in using them. 





“With today’s high prices for materials, soaring wages, 
expense of new equipment and burdensome tax levies, many 
firms have hustled for more business only to find rising sales 
have not brought the profits they expected. As a result,” 
declares the ACME Reporter, “‘a company may be tempted 
to act expediently to chop costs and eliminate a necessary 
operation—thus cutting off its nose to spite its face. That 
is why a hard look at the business and its goals is the wise 
approach to cost-cutting.” 

Unfortunately, it is noted, decisions in this area are never 
simple. In very few instances will all the right be on one 
side, and all the wrong on the other; more commonly, some 
kind of argument can be made for the procedures or people 
who are threatened by the pencil-sharpening manager. So 
the problem becomes one of weighing the return against 
the investment, and the final decision has to be made “on 
balance.” But if the necessary choices are made with courage 
and skill, the cost-conscious manager will find himself re- 
warded in many ways. 

The issue, ACME emphasizes, is not simply one of leak- 
ing dollars; it also bears on efficiency, on sound control, on 
the maximum use of manpower and physical facilities. 


How Blue Are Those Memphis Blues? 

Willard F. Stanley, president of Corporate Services, Inc., 
New York, and formerly financial vice president of South- 
western Public Service Company, Dallas, Texas, was the 
author of an article in the March issue of Petroleum En- 
gineer on the Memphis Case decision concerning the nat- 
ural gas pipeline industry. Mr. Stanley pointed out that for 
nearly 20 years, pipeline companies have instituted rate 
increases under Section 4 of the Natural Gas Act. But the 
Memphis Case decision nullifies this avenue of rate in- 
creases without customer consent. 

This means the companies may find it necessary to turn 
to Section 5 of the Natural Gas Act. How this can be done 
is related by Mr. Stanley. In his opinion, Section 5 can be 
used effectively; procedure under Section 5 can be stepped 
up to be as speedy as the presently used Section 4 proce- 
dures; if the Supreme Court upholds the Memphis Case de- 
cision, there will be some big problems related to refunds. 

—PAUL HAASE 
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Even if you paid hundreds of dollars more, you couldn't 
buy an accounting machine more—automatic, easier to 
operate than the advanced Monroe President. Beside the 
Kol gel-mm alive] mxoh dalek Sam ZolUmmel emia) (oh Amel LialUole Eton ZiaTe Ks 
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from payroll to receivables to payables with a simple 
flick of a knob. The Man from Monroe in your area is an 
accounting methods expert. Seek his advice. Ask him to 
hile] <-MeMia-t-Mel slo] Ait elm Zolllam oles) melaaelalialem olaelaila-ty 
For big business accounting at a small business price... 
for CALCULATING 


Monroe Calculating Machine Company, Inc., Orange, New Jersey ADDING, ACCOUNTING 
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Paul A. Reck 


LTHOUGH this is a technical subject 
A which might be dealt with primarily 
by tax specialists, it involves a lot of as- 
pects with which corporate officials should 
be familiar since it might mean the dif- 
ference between a substantial tax bill or 
a tax bill reflecting economies resulting 
from the observation of basic principles 
in carrying on interstate commerce. 


INCREASE 
IN STATE TAXES ON BUSINESS 

In laying the ground work, I would 
like to point out to you initially that taxes 
imposed directly upon business firms dur- 
ing the past decade have increased steadily 
and have risen considerably faster than 
has business income. On the average, taxes 
have increased more than 10% over every 
year of the past 11. This has held true 
even in the years when business income 
declined. 

Within this period, despite variations in 
both the rate of increase and the individ- 
ual state tax structures, the reliance of 
states upon business firms for revenue has 
remained remarkably constant, varying 
around an average of one-fifth of all tax 
revenue. In short, taxes paid by business 
firms have moved up step by step with the 
pronounced postwar acceleration in state 
revenues. 

As the costs of local government in the 
United States have increased, state legis- 
latures have had to tap every available 
source of revenue. Efforts to raise revenue 
from corporations carrying on activities 
within state boundaries have resulted in a 
bewildering array of tax laws. In addi- 
tion, there have been many changes in the 
interpretation of the law of contracts, 
agencies, workmen’s compensation, and 
other subjects, as business conditions have 
changed and new ways of thinking have 
developed. 

The Wall Street Journal (February 18, 
1958) recently pointed out that an in- 
creasing number of states are slipping into 
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the red as swollen spending outstrips re- 
cession-eroded revenues. This is the re- 
sult of business let-downs throughout the 
Nation which are taking their toll in tax 
revenues thereby causing state tax receipts 
to slip for the first time since World War 
II. Even though state revenues have been 
cut, the states are finding it difficult to 
trim budgets to fit the reduced income. In 
fact, state governments are committed to 
some forms of expense, such as relief pay- 
ments, for example, that actually increase 
when revenues are dropping. Pressures on 
state budgets are also emanating from in- 
creases of salaries and pensions of state 
employes, the attractive terms of federal 
national highway construction programs, 
and stepped-up demands for more state 
aid for schools and municipalities. 

In the light of these developments, I 
believe that taxpayers in general, includ- 
ing corporations, can expect further in- 
creases in taxes to take place, thus creat- 
ing new inroads on business profits. As I 
shall attempt to point out, some of these 
inroads are hidden in recent state tax 
legislation and particularly a long line of 
confusing court decisions on the extent to 
which the Federal Constitution permits a 
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A review of important court 
cases and suggested procedures 
for individual corporations 


state to exact taxes from foreign corpora- 
tions (i.e, companies incorporated in 
other states). In reviewing these perplex- 
ing problems, we shall address our atten- 
tion primarily to taxes based on or meas- 
ured by net income of corporations. 


PROTECTION 
UNDER THE COMMERCE CLAUSE 

Let us first take a look at the provisions 
of the Commerce Clause of the United 
States Constitution (Article 1, Section 8) 
and see some of the conflicts between the 
taxing powers and revenue needs of the 
states and the requirements of a unified 
national economy which is inherent in our 
federal system. Although Congress has 
ample power under its constitutional au- 
thority to regulate commerce between the 
states, it has neglected to exercise this 
power and consequently the Supreme 
Court of the United States has assumed it, 
acting principally under the Interstate 
Commerce Clause and to a lesser extent 
under the Due Process of Law Clause of 
the Federal Constitution. 

It should be noted at the outset that the 
Commerce Clause does not by its terms re- 
strict state taxation. It is merely a grant of 
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power to Congress to regulate the com- 
merce and it was not until after the Civil 
War that the Commerce Clause was in- 
voked to invalidate a state levy. Man 
students of constitutional law hold that 
until Congress acts, the states are free 
under the Commerce Clause to levy non- 
discriminatory taxes on interstate busi- 
nesses. This view, however, has not pre- 
vailed and instead it has been long estab- 
lished that interstate commerce has been 
held to be immune under the Commerce 
Clause from state and local tax levies as 
representing undue burdens on interstate 
commerce. 

The Court has said in a long line of de- 
cisions* that the States cannot tax interstate 
commerce and that the Commerce Clause 
creates an area of trade free of state taxa- 
tion. It therefore becomes important to 
determine what comprises interstate com- 
merce from the standpoint of state taxa- 
tion. While there is little guidance in the 
tax cases for determining interstate com- 
merce for tax purposes, the dividing line 
established by the Court between nontax- 
able interstate commerce and what is con- 
sidered taxable local business has gener- 
ally depended upon whether the activity 
in question has some physical connection 
with interstate movement. The Court has 
been concerned primarily with such mat- 
ters as when interstate movement begins, 
when it ends, and what constitutes an in- 
terruption, with not much attention given 
to the economic consequence of the tax. 
The tests resorted to by the courts in de- 
termining what is interstate commerce for 
tax purposes have thus been mechanical. 


* All cases mentioned in this article are foot- 
noted on page 347. 
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HISTORICAL BACKGROUND 
OF SUPREME COURT POSITION 


In delving into the more significant de- 
cisions of the United States Supreme 
Court it is of interest to review historically 
some of the changes which have taken 
place in the course of taxation. For those 
of you who may be interested in delving 
into this subject further, there are excel- 
lent text books on the subject entitled 
“State Taxation of Interstate Commerce” 
by Paul J. Hartman and ‘‘State and Local 
Taxation” by Jerome R. Hellerstein. 

Prior to 1938, the tests established by 
the Court of whether a state tax statute 
was invalid under the Commerce Clause 
have not been helpful or satisfactory. The 
language of the cases is not at all informa- 
tive and it is extremely difficult to estab- 
lish on which side of the constitutional 
fence a tax statute will fall. 

In 1938, the wave of political liberal- 
ism which swept this country from the 
first Roosevelt administration to the out- 
break of World War II began to manifest 
itself in the Supreme Court. Many strik- 
ing changes in the interpretation of the 
federal income tax laws were made by the 
Court during this period. In the field of 
state taxation there was a re-evaluation of 
the roles of big and small business in our 
economy and an increasing reluctance on 
the part of the Court to thwart the states 
in meeting modern economic conditions. 
The result was the broadening of the 
power of the states to tax businesses car- 
ried on across state lines. This new cycle 
in the history of the taxing power of the 
states under the Commerce Clause was 
opened up by Justice Stone and his suc- 
cessor, Justice Rutledge. 
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The traditional view that interstate 
commerce may not be taxed at all unde 
the Commerce Clause was swept away and 
in its place there was erected a multiple 
taxation doctrine under which interstate 
businesses were no longer immune from 
tax merely because the levy was imposed 
on interstate commerce or the receipts 
from the commerce. Instead, such levies 
would be invalidated only if the Court 
thought that they subjected interstate com. 
merce to a risk of multiple taxation which 
was not borne by local commerce. 

The permissible area of state taxation 
was broadened so as to sanction levies 
which were apportioned by methods 
which the Court thought were reasonably 
designed to measure income, receipts or 
property attributable to activities carried 
on in a state. Apportionment thus became 
one of the keys to the validation of state 
taxes. At the same time, the Court nar- 
rowed the area of what constitutes an in- 
terstate business or transaction. 

The multiple taxation doctrine, how- 
ever, was short lived. With the end of the 
New Deal reform era and the outbreak of 
World War II, a constitutional retreat set 
in. As ironical as it may seem, Justice 
Frankfurter, whose appointment had 
brought angered outcries from many busi- 
ness circles, led the Court in 1946 to 
repudiate the new Commerce Clause phi- 
losophy of Justice Stone and to resurrect 
the old order. The multiple-taxation doc- 
trine and its keystone, apportionment, 
were generally repudiated and the doc- 
trine was restored that direct taxation of 
interstate commerce is invalid under the 
Commerce Clause and that if a state tax 
is levied on interstate commerce, appor- 
tionment will not save it. 

Illustrative of this point is the Supreme 
Court’s decision in 1946 in the West Pub- 
lishing Company Case! which upheld the 
decision of the Supreme Court of Cali- 
fornia. In that case, California had im- 
posed a direct tax on net income attrib- 
utable to the state on the ground that a 
permanent sales office was maintained in 
the state, even though salesmen employed 
there merely solicited orders for accept- 
ance outside of the state. In sustaining the 
tax, the California Court took the position 
that although a franchise tax may be held 
to be invalid as a tax on the privilege of 
doing business measured by net income, 
a direct income tax properly apportioned 
would not run afoul of the Commerce 
Clause. The United States Supreme 
Court’s affirmation of this decision may 
be construed to mean that it approved the 
California Court’s views or that the sales- 
men’s activities constituted a local busi- 
ness taxable by the state. 

Later in 1951, the Supreme Court held 
in the celebrated Spector Motor Service, 
Inc. Case? that the Connecticut Franchise 
Tax, which is measured by net income at- 
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tributable to business done in the state, 
could not be exacted from a foreign cor- 
oration whose activity in Connecticut 
was purely interstate in character, even 
though the corporation maintained two 
ermanent freight terminals there. 

One marked distinction has arisen out 
of these cases, namely, the distinction be- 
tween the franchise tax which is measured 
by net income earned in a state and a di- 
rect tax on net income earned in the state. 
While these two taxes are both taxes on 
net income, the Supreme Court has indi- 
cated that there is a difference in the ex- 
tent to which the two may be applied un- 
der the Commerce Clause to interstate 
activities of a foreign corporation. A fran- 
chise tax will not reach a foreign corpo- 
ration as long as its activity in a taxing 
state is limited to what the law considers 
interstate business. However, a direct net 
income tax may be applied against foreign 
corporations regardless of the nature of its 
activity, if it maintains a permanent base 
of operations within the state. 

It is ironical that beginning in 1953 a 
new swing in the constitutional pendulum 
began to take place in which the majority 
Court opinion may again embrace Justice 
Stone’s multiple approach to state taxation 
under the Commerce Clause. In Septem- 
ber 1953, Chief Justice Vinson died and 
President Eisenhower designated Chief 
Justice Warren as Vinson’s successor. Vin- 
son had generally been a member of the 
old guard on the bench in Commerce 
Clause state taxation decisions. The new 
Chief Justice Warren appears to have be- 
come a taxing experimentalist of new 
ideas and techniques. In the case, Railway 
Express Agency, Inc. vs. Virginia® in 1954, 
Warren joined Justice Clark’s dissent. In 
the dissenting opinion of this case Justice 
Clark reiterated his view expressed in the 
Spector Case that a nondiscriminatory tax 
which is fairly apportioned and not exces- 
sive may properly be levied against a cor- 
poration engaged in interstate commerce 
if the facilities and services of the state 
were used. Since the death of Justice Jack- 
son, who was one of the most effective 
supporters of the pre-1938 doctrine, Judge 
Harlan, as successor, now holds a delicate 
balance on which may hinge the great is- 
sues of the limitations of taxation im- 
posed by the Commerce Clause. 


IMPACT 
OF DECISIONS ON STATE LAWS 
Because of this indication of current 
thinking in the Supreme Court, it will 
ptobably be years before we have a clear 
indication of the impact of the West Pub- 
lishing Company and Spector Motor de- 
cisions. However, one thing is clear, 
namely, that the precedent established by 
the West Publishing Company Case and 
the untouchability of pure interstate op- 
erations as reiterated by the Spector Case 
have opened the door for the states to em- 
bark upon a relentless search to assess the 


THE PRICE OF PROSPERITY 


Today’s bread winner must earn $6,457 a year to match 
the purchasing power of a $3,000-a-year salary in 1939, the 
National Industrial Conference Board reports in the latest 
chart in its “Road Maps of Industry”’ series. 

A married worker with two children earning $3,000 in 
1939 paid Uncle Sam $30 in income and- Social Security 
taxes and brought home a net salary of $2,970. The same 
worker in 1958 must earn enough to pay Uncle Sam $722 in 
taxes and to forfeit $2,765 in purchasing power lost to in- 
flation before he can take home a net salary of $2,970. 

The $50,000-a-year man in 1939 gave up $6,375 in taxes 
and pocketed $43,625. Today he must earn $159,020— 
more than three times as much—to net the same amount. 
Income and Social Security taxes will relieve him of $74,780 
and dollar depreciation will wash away another $40,615. 

Other selected 1939 incomes and the amount which must 
be earned today to equal their purchasing power include: 
$1,500 in 1939—$2,968 today; $5,000 in 1939—$11,140 
today; $10,000 in 1939—$23,568 today; $25,000 in 1939 
—$69,991 today; and $100,000 in 1939—$357,009 today. 


local portion of interstate operations. One 
solution adopted by several of the states 
has been the enactment of the so-called 
“double-barreled” taxing statutes, that is, 
a franchise tax for those corporations do- 
ing some local business and a direct net 
income tax for those doing a wholly in- 
terstate business but with sufficient local 
contact to be within the state’s taxing ju- 
risdiction. 

An illustration of this was the Pennsyl- 
vania income tax. This tax was in two 
parts, namely, (1) a privilege tax meas- 
ured by income reaching those companies 
doing some clearly intrastate operations, 
and (2) a “property” or “direct” income 
tax imposed upon the bare receipt of in- 
come or enjoyment of property (rather 
than privilege) by interstate operators 
within the state. Pennsylvania enjoyed 
the full potential under this double-bar- 
reled tax statute for a limited time. Even- 
tually, however, the Pennsylvania Supreme 
Court held in the Eastman Kodak Com- 
pany Case* in June 1956 that this tax law 
would not work. In other words, the state 
court held that the mere solicitation of 
orders for interstate shipment does not 
give the state any jurisdiction to impose 
an income tax on the selling corporation. 
The state authority sought review in the 
United States Supreme Court but the 
Court denied certiorari. 

The impact on interstate commerce was 
the state court’s main consideration. It 
held that the solicitation and resulting 
gross receipts were an integral part of in- 


terstate commerce and could not be realis- 
tically separated from it. Regardless of the 
technical significance of the denial of cer- 
tiorari the practical effect of the United 
States Supreme Court ruling seems to be 
that if any state’s high court reaches a 
similar conclusion on similar facts, that 
conclusion will not be questioned by the 
United States Supreme Court. 

It is also of interest to note that the ap- 
portionment formula did not cure the es- 
sential defect; that is, the placing of a 
price on ,the right to engage in national 
commerce. By assigning certain elements 
of property, receipts, and wages to Penn- 
sylvania, this direct income tax in effect 
imposed a privilege tax (under the guise 
of a property tax) that does not depend 
on owning any property nor upon its 
value. This is the same result condemned 
in the Railway Express Agency, Inc. vs. 
Virginia case in 1954. 

In Georgia, the Stockham Valve & Fit- 
tings, Inc. Case> decided in November 
1957 presented issues similar to the Penn- 
sylvania litigation. It was settled before 
trial, the taxpayer receiving a refund. Un- 
der this case, the Stockham Company, 
which was a foreign corporation, main- 
tained only a sales office in the state, ac- 
cepting and shipping orders from ware- 
houses outside the state. The Georgia 
authority appealed this case to the Georgia 
Supreme Court but they were defeated. In 
the meantime, the Georgia Department of 
Revenue has not changed its views regard- 
ing the taxability of income of foreign 
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corporations derived from sales activity 
within Georgia and has appealed to the 
United States Supreme Court for decision. 
Pending further judicial action, the state 
will consider the decision of the state 
court as applying only to the particular 
company involved and will continue to 
levy its income tax on other foreign cor- 
porations engaged in sales activities within 
the state. 

A similar type of case, arising in Min- 
nesota but presenting an opposite conclu- 
sion, has been appealed to the Supreme 
Court. This case involving Minnesota vs. 
Northwestern States Portland Cement 
Company® was decided by the Minnesota 
Supreme Court in June 1957. In its deci- 
sion, the Minnesota Court upheld a state 


tax on net income arising from business 
done in Minnesota by a foreign corpora- 
tion. The company had its main office and 
plant in Iowa and maintained a sales office 
in Minneapolis. While the court found 
that all revenues from customers in Min- 
nesota resulted from operations in inter- 
state commerce, it held that the tax on the 
net income from Minnesota sources was 
fairly proportioned and nondiscriminatory 
and placed no undue burden on interstate 
commerce. 

The question naturally arises as to the 
basis of Georgia’s position regarding the 
taxability of the net incomes of other for- 
eign corporations, even after an adverse 
ruling of its own supreme court. It is also 
of interest to note that other states ex- 






































Re MEASURING PLANT EFFICIENCY 
What Is Your Experience? 


A reader of THE CONTROLLER—whose company has 
plants throughout the United States—has raised a very per- 
tinent question, as indicated in the letter below. Our readers 
are asked to send us their views and experience on the ques- 
tion which he raises. A summary article covering the views 
received will then be carried in a future issue of THE CoN- 
TROLLER. In responding, please indicate whether or not 
you wish to be identified or prefer anonymity in connection 
with your response. The pertinent part of the letter is: 


It seems to me that several articles in THE CONTROLLER dur- 
ing the past few years have pointed out the deficiency of indi- 
vidual plant profit-and-loss statements. Where there is apprecia- 
ble integration of the plants, as there is in ours, it seems to me 
that any profit-and-loss statement which is developed based on 
the sales of the final output of the given plant is an extremely 
poor measure of the efficiency of the given plant. In using this 
argument with our executive vice president, I find myself con- 
fronted with the question, “What can you give me to show the 
relative efficiency of our factories? Suppose we decide we will 
close down the least efficient plant; give me a statement showing 
the relative efficiencies so 1 can make that decision.” 

This is a fair question which, in my opinion, is not easily an- 
swered—particularly in an operation where the final product 
may have various parts produced in each of three plants, and the 
final product assembled and shipped from more than one. I 
frankly do not know a fair unit of measure. 

From what I have read, and from the discussions I have had 
with other controllers, it appears to me that the only solution to 
my problem is a tight budget with a narrow add-on of two to 
five per cent for plant profit, planning for a fixed volume of pro- 
duction and then measure performance against that budget. 
While this seems to be a fair solution to our problem, it is ex- 
tremely difficult in the machinery business because there does not 
seem to be any fixed or normal production volume. With us it 
seems to be feast or famine. 


A prompt response by our readers would be helpful. 
Please let us hear from you. —The Editors 
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pressing views contrary to the Georgia {y, 
preme Court decision include Californis 
Louisiana and Wisconsin. 

There are two other cases on which | | 

wish to touch briefly. These touch on gen. | 
eral aspects of the apportionment prob. | 
lem; that is, how by taking all the states 

of the Union and all the businesses of the 

country which operate in more than one 

state, we can arrive at a method whereby 

the taxpaying capacity of such corpo. 

tions may fairly and practically be appor. 

tioned among the states in which they do 

business. These involve the celebrated 

Panhandle Eastern Pipe Line Case in Mich. 
igan,” and the State Tax Commission 
versus John Breck Incorporated in Massa- 
chusetts.8 

The Breck Case involved the failure to 
determine correctly the measure of the tax 
which led to the reversal of the trial 
court’s decision by the State Supreme 
Court. In this case the corporate existence 
of the taxpayer was the subject of the tax. 
The measure of the tax was in part net 
income allocable to Massachusetts and 
in part corporate excess allocable to Mas- 
sachusetts. The statute provided a three- 
factor formula involving property, wages 
and gross receipts for purposes of appor- 
tioning net income attributable to the 
state. 

The sole issue in this case was with 
respect to the application of the gross te- 
ceipts factor. The Massachusetts law te- 
quires that the numerator of the gross re- 
ceipts factor should include all sales other 
than those attributable to out-of-state op- 
erations owned or rented by the taxpayer. 
Acting under this statute the State Tax 
Commission included in the numerator of 
the sales fraction sales to out-of-state cus- 
tomers where delivery had been made out- 
side of Massachusetts from stock in Mas- 
sachusetts. In some cases, the salesmen 
making the sales were residents in Mas- 
sachusetts; in some they were nonresi- 
dents. The taxpayer took exception to 
this action on the ground that the appor- 
tionment of net income to Massachusetts 
by a formula which included in the nu- 
merator of the sales fraction gross fe- 
ceipts from sales in interstate commerce 
violated the Commerce Clause and the 
Due Process Clause of the Federal Con- 
stitution. 

The Appellate Tax Board held that the 
interstate sales in question could not be 
used as a basis for a tax on gross receipts. 
In appealing this case to the State Su- 
preme Court the State Tax Commission 
held that the Board erred in having con- 
sidered the assessment as a direct tax on 
gross receipts rather than an excise meas- 
ured by applying the statutory formula to 
the net income of Breck. 

The State Supreme Court, in reversing 
the Board, agreed with the State Tax 
Commission that the tax at issue in the 
Breck Case was not a tax upon or meas- 

(Continued on page 344) 
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charts and tables, latest working facts and 
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states. 
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cussions of the basic principles of taxation 
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John A. Beckett 


NYONE who makes it his business to at 
A least glance at the Amazonian stream 
of current business literature knows that 
there have been many, many articles in 
business periodicals in recent years deal- 
ing with the question of how best to in- 
vest a company’s money in capital assets. 
And beyond these articles—and a few 
books, too—there have been innumerable 
study sessions under the auspices of trade, 
professional and management organiza- 
tions dedicated to consideration of the 
problems of committing funds to capital 
purposes. 

Despite all this activity, however, there 
are times when there does appear to be 
evidence in practice about us which in- 
dicates that a good many businessmen still 
have much to learn—or unlearn—about 
committing funds to capital purposes. 

It is easy to lose perspective in a capital 
investment problem. Investment of a com- 
pany’s money in facilities is a managerial 
decision which seems to be more clear cut 
than most. It is a “‘yes’’ or “no” type of 
matter upon which a management can 
easily be judged. It involves decisions 
which, if made affirmatively, appear to 


a 





The Background for Making 
Effective Capital Commitment Decisions 


Many techniques for evaluating capital 
investments should be considered suspect 
because capital commitments are not made 
wholly on the basis of measurable quantities 


provide fairly clear measures of the suc- 
cess of a company’s management. Yet that 
apparent clarity is misleading. There are 
innumerable ways to invest funds un- 
economically without knowing it, and it 
is a growing awareness of this fact which 
seems to have contributed to the recent 
widespread growth of interest in the sub- 
ject. 

One of the reasons why things seem 
more definite in this area is that it is 
generally easy—if you don’t get too dis- 
criminating—to perform some simple 
arithmetical computations about capital 
commitment questions and arrive at some 
seemingly meaningful results. You can 
fairly readily show that asset “A” will or 
will not earn a return of 10% per year; 
or that asset ““B” will or will not pay for 
itself in five years. 

Thus there have been developed tech- 
niques and formulae by means of which 
we can all test the desirability of making 
certain investments in long-term capital 
assets. The literature provides us with 
ample source material on such matters. 

But while there are certainly some im- 
portant generalizations that can be made 
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about the employment of invested capital, 
any formula developed for guiding man- 
agement may—on its face—be considered 
suspect. In the first place, some circum- 
stances may be more amenable to the 
formula-type solution; it may be appro- 
priate in some cases and not in others. 
But secondly, when a management recedes 
to the use of any generalized formulae, 
has it not then abandoned its basic reason 
for being—to bring all factors, old and 
new, onto that delicate balance known as 
judgment, and obtain therefrom a con- 
clusion and a decision with respect to 
commitment of the stockholders’ dollars? 

It is beginning to be more widely rec- 
ognized that long-term commitments of 
capital are not made wholly upon the 
basis of measurable quantities. A “‘good 
bet’? may quite appropriately be put aside 
simply because there is a possibility that 
an immeasurable factor may come into 
play later on to make the “good bet” a 
poor one; or because it does not fit the 
pattern of company long-range objectives; 
or because the managerial talent of the 
company can not be developed fast enough 
to make effective use of the proposed new 
facilities. 

Yet the formulae and the techniques 
that are offered for our use are sometimes 
accepted as having universal applicability 
in producing the answers to capital com- 
mitment problems. ae 

Wise capital commitment decisions 
spring only from the knowledge that there 
is no pat answer to any such question. 
And any standard approach to providing 
the answers to all long-range capital in- 
vestment is therefore inappropriate and 
potentially dangerous. Yet there is merit 
in some of the formulae which are pro- 


pounded. 


What, then, should one do to assure a 
sound capital investment program? 
Before specific capital investment prob- 
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lems are considered, it would be helpful 
—if not imperative—to look carefully at 
(1) the reasons why capital assets are 
likely to be acquired, (2) the manner in 
which the acquisitions are to be financed, 
and (3) the assignment of responsibility 
for approving the acquisition. — 

Different considerations pertain to each. 

The first step is obviously to put the 
problem of capital commitment into clear 
perspective, and it is the objective of this 
paper to do only that—to provide the 
backdrop against which capital commit- 
ment decisions may be considered. 


REASONS 
FOR CAPITAL COMMITMENTS 

Capital commitments can be classified 
as (1) replacement commitments or as 
(2) expansion commitments. The relative 
ease with which this classification can be 
made frequently results in the arbitrary 
designation of a capital commitment pro- 
posal as being one or the other without 
regard to the finer nuances of each of 
these classifications. 

There are many reasons for replace- 
ment, but most of them seem to fall into 
three general categories: 


1. Some replacement commitments are 
ptecipitated simply and solely because 
old capital assets are worn out. 

2. Others are brought up when there is 
—or appears to be—a possibility of 
performing certain operations at a re- 
duced cost by replacing old equipment 
with new. 

3. A third type of replacement commit- 
ment arises out of the need or desire to 
improve the product or the service with 
new or different equipment. 


There may be others. It has been said, for 
example, that there is a fourth general 
category; it may be necessary to replace 
assets to prevent hazard or avoid danger 
to employes. For present purposes such 
replacements are grouped in the first cate- 
ory. 
Bach of these reasons for replacing 
capital assets may call for a different type 
of managerial analysis because each is 
based upon a separate and different set of 
circumstances. 

1. When an old capital asset has been 
exhausted and will no longer perform the 
required function, there is no point in de- 
veloping a simplified guide or formula to 
tell you whether or not you should re- 
place it. If you intend to continue selling 
the product or service involved, and the 
equipment is an integral part of the pro- 
ductive facility, your concern lies not with 
“whether” you will replace the old asset 
—but when, and with what ? 

Take the worn out—or washed out— 
railroad trestle. If you need to use the 
road, you must replace the trestle and all 
the figuring you can do with formulae 
will get you no further than apparent 
good sense will. 


























When there is a choice as to the kind 
of equipment available for replacing the 
exhausted asset, there is a process of eval- 
uation which must be performed—the 
ranking of alternatives. In this particular 
area, the various formulae can be applied 
and the relative merits of the alternates 
determined. 

A word of caution in selecting alter- 
nates for comparison—both should be 
immediately available or the formula 
should be weighted against the one which 
is not. The extent or value of the weight 
factors should be determined by the cost 
of down-time or loss in revenue because 
the particular alternate is not immediately 
available. 

2. When the replacement commitment 
under consideration stems from the pos- 
sibility that costs may be reduced by re- 
placing old equipment with new, you 
have a completely different set of cir- 
cumstances than in the first case. In this 
instance, you do have a choice as to 
whether or not you will make the re- 
placement. 

Needless to say, this is the area in 
which the formula proponents have their 
finest hour. Here you can —- return 
on investment, pay-off period, “adverse 
minimum” and the like. You can evaluate 
the choice of investment; you can com- 
pare alternate kinds of equipment. Be- 
cause immediacy is not a problem in this 
type of consideration, the caution previ- 
ously made does not apply here. 

3. When the replacement is intended 
to improve the quality of the product or 
of the service to the customer, the factors 
to be considered again change color. 








Pay-off periods and returns on invest- 
ment are often nonexistent when com- 
puted with respect to the individual un- 
dertaking. Price and cost both may be 
involved and other intangibles and im- 
measurables which play a dominant role 
in such considerations. If any arithmetic 
is to be helpful in distilling the answer 
from these considerations, it certainly is 
not in any way scientific. Judgment plays 
the major role here. Let no enthusiast of 
scientific management convince us other- 
wise. 

Passing from the subject of replace- 
ment, let us now take up the matter of 
expansion and the problems of providing 
facilities to make it a reality. It seems 
perfectly appropriate to expect new fa- 
cilities to contribute substantially to the 
profit of a company and to impose limita- 
tions on the use of capital toward that 
end. This strikes at the roots of the ques- 
tion of what management is for. But a 
lock-step approach to the determination of 
the specific return which must be ob- 
tained from any investment of company 
funds may be, unless skillfully set and 
thoughtfully administered, a one-way 
ticket to economic stagnation on the one 
hand, or rampant dissipation of corporate 
funds on the other. 

Consider the acquisition of a machine 
tool which has unnecessary capacity in 
the light of current operations. Such an 
investment may, of and by itself, appear 
not to be optimally profitable; it may 
even be unprofitable for the near future; 
but, when considered as an integral step 
in a larger plan for the expansion of ca- 

(Continued on page 318) 
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pacity in the entire operation, it may be 
imperative that the company go ahead 
with the investment. 

On the other hand, there may be ex- 
pansion opportunities which offer sub- 
stantial immediate return on investment 
but which are foreign to, or inconsistent 
with, the nature of the enterprise up to 
date and which must be discarded for that 
reason. 

These illustrations clearly demonstrate 
the importance of taking a broad look at 
all the problems of capital commitment, 
and of avoiding the wholesale adoption 
of formula analyses and stereotyped ap- 
proaches to the measurement of the de- 
sirability of putting your money here or 
there. 

The several conditions of capital com- 
mitment discussed here occur in different 
settings and require different interpreta- 
tions and analyses. Intangible considera- 
tions play different roles in the problems, 
thereby requiring varying applications of 
analyses. The specific type of capital com- 
mitment must be isolated and identified if 
capital investment needs are to be viewed 
in revealing perspective. All these con- 
siderations will be explored later but for 
the moment, however, let us have a look 
at the matter of the effect of these several 
conditions upon the question of fund 
availability for capital commitment. 


FUNDS 
FOR CAPITAL COMMITMENTS 

The most common practice in financing 
capital commitments 1s to earmark a cer- 
tain amount of money as a capital budget, 
and to divide those dollars among the 
most worthy causes which may be pro- 
posed. Very seldom is any distinction 
made between replacement on the one 
hand or expansion on the other, let alone 
any further refinement of the matter into 

















more specific replacement objectives. This 
process has the weight of wide acceptance 
behind it; it is the way that most com- 
panies do it. 

The process of deciding how much 
should be put into the pot for a given 
year’s total capital commitment (for all 
purposes) is not determinable by any uni- 
versally accepted formula. In some cases 
the amount is selected as a proportion of 
earnings. In others, it is the amount of 
the depreciation charges of the year—in 
some cases adjusted for the reduced pur- 
chasing power of the dollar. In still others 
it is some other amount, not even limited 
by the company’s current resources. 

There is practical merit in deciding how 
much money a company can afford to 
spend in a year, but it must be observed 
that capital commitment needs of the sort 
which have been described earlier arise 
without any necessary reference to that 
amount. And what a company can “af- 
ford” to spend is a broad, not a narrow, 
question. It is not necessarily limited by 
its cash resources, its profitability, or even 
its competitive position. How much it can 
afford to spend is a function solely of its 
objectives and goals for the future—and 
its chances of attaining them. 

Perhaps some light may be shed on 
this difficult question if businesses would 
construct their budgetary requirements 
and the subsequent utilization of the 
funds on the basis of the capital commit- 
ment alternatives as they are delineated 
above. 

Does it not seem reasonable that at the 
outset the amount of money to be made 
available for the replacement of existing 
equipment during a period of time might 
be related in some way to the amount of 
inflation-adjusted depreciation that will 
be generated by that equipment? This 
established only the size of the pot; the 
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commitment alternatives will determine 
the size of the spoon. 

1. The amount of money to be taken 
out of the pot for the replacement of spe. 
cific exhausted assets might be related to 
the amount of adjusted cost of the equip. 
ment being replaced. This would appear 
to be a practical approach since all we are 
concerned with in this problem is the 
maintenance of the present productive 
level. 

2. The amount of money to be spent 
for the replacement of equipment for 
cost reduction purposes, on the other 
hand, might vot be specifically limited by 
the amount of adjusted depreciation de. 
veloped by the equipment being replaced, 
We are dealing here with opportunity 
and profit improvement and it would 
seem to be appropriate to permit the em- 
bracing of any project from which a sub. 
stantial savings can be realized. What 
“natural” limitation on funds is there 
here? None! To the extent that significant 
savings are available in new equipment, 
there should be no artificial limit on the 
availability of funds. For real savings, the 
investment “sky” is the limit. Perhaps the 
limit to fund-availability for expenditures 
of these sorts is thus most appropriately 
based on the size of the savings available 
on the individual project. 

3. The amount of money to be spent 
for the replacement of equipment to im- 
prove the quality of a product or service 
must also come from the replacement pot. 
But, unlike the first two, such replacements 
are not intended to maintain production 
nor to reduce costs. Their nature provides 
little clue to the amount which is appro- 
priate to spend on them. Here is a case 
where the amount budgeted for improve- 
ment of product or service may best be 
chosen by primary reference to matters 
outside the realm of adjusted deprecia- 
tion and replacement cost. 

Funds budgeted for growth and expan- 
sion should be considered separately from 
all others in order that goals for profit 
may be related specifically to growth pro- 
grams. The many factors that enter into 
the evaluation of expansion commitments 
and the interrelation between immediate 
and long-range profit goals indicate that 
such commitments ought to be appraised 
without regard to any other type of capi- 
tal commitment, and the necessary funds 
provided accordingly. 

It is not proposed that all capital com- 
mitment projects which might be devel- 
oped within an organization can always 
clearly and distinctly be classified as fall- 
ing into one or another of these several 
categories. Experience shows, however, 
that the initial segregation of the sort 
herein proposed does much to bring pet- 
spective to the capital commitment proc: 
ess. This can be further demonstrated by 
reference to the assignment of responst- 
bility possible if some such segregation is 
made. (Continued on page 348) 
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MAKES 
AUDITING EASIER 


NEW YORK, N. Y. 

The toll tickets which operators at 
The New York Telephone Company 
make out for long-distance calls are 
sometimes needed in two places at 
the same time. The company’s Peg 
Count Bureau uses the tickets to 
analyze telephone traffic volume for 
management. And the accounting de- 
partment must have them to bill 
subscribers. 

No dilemma, now. Running the 
tickets through a Recordak Micro- 
filmer (which takes up to 400 pictures 
per minute) lets the Peg Count Bureau 
release tickets promptly, ending bill- 
ing delays. And, equally important, 
the Bureau can now make its audit 
studies more efficiently from the 
microfilms projected in Recordak 
Film Readers. No more peak periods 
and pressing deadlines. 


How a similar short cut 
can work for you 


Businesses of every type are using 
Recordak Microfilming to audit and 
analyze their accounts without inter- 
tupting daily posting operations. In 
branch offices, for example, accounts 
are “frozen” as of any date and 
Recordak Microfilm copies sent to 


Recordak Film Reader enlarges items sharp and clear 





Short cuts with Recordak Microfilming 


Latest report on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 


centralized audit in home office. This 
cuts need for costly field audits. And 
protection is increased automatically 
by filing film record in a separate loca- 
tion. Often, this cuts insurance costs. 





Write for free booklet showing how 
Recordak Microfilming serves com- 
panies like yours. Or have a Recordak 
Systems Man call. No obligation 
whatsoever! ‘“Recordak” is a trademark 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
now in its 3lst year 
ececeeee eMAIL COUPON TODAY? se eeeeeeeeveeeecee 
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* RECORDAK CORPORATION et 
s 415 Madison Avenue, New York 17, N. Y. a 
¢ Send free copy of ‘‘Short Cuts that Save Millions.” ° 
* © Have local Recordak Systems Man phone for appointment. ; 
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Accurate Forecasting 
Simple Tools Make It Easy 


Harry Deane Wolfe 


HE PROBLEMS of forecasting are difficult ones. It is, indeed, a 
Tddiee to find simple solutions to complex business prob- 
lems. There is no one simple tool, or group of tools, which will 
always work for the business forecaster. If there were, forecast- 
ing would be a very easy problem. 

This is not the place to study the classical techniques of fore- 
casting and their relative advantages and disadvantages. Time 
series, logarithmic trends, linear relationships, and multiple cor- 
relations are discussed in great detail in the standard statistical 
textbooks. There is, perhaps, too much emphasis in the literature 
on problems which illustrate the techniques. In some cases, the 
problems appear to be tailormade to fit the techniques. In reality, 
the problem exists first, and then a method or methods must be 
devised to solve the specific business problem. 

Some examples of forecasting problems are immediately evi- 
dent in the marketing phase of large corporations selling, prin- 
cipally, consumer goods; and simple methods will solve them. 
The fact that the devices described are simple should not reflect 
in any way on the trained mathematical statisticians and econo- 
metricians and their advanced techniques. Basic to all the work 
is an appreciation of mathematics and statistics, even when the 
problems are amenable to simple solutions. Throughout, I would 
like to emphasize the approach that the forecaster should use, 
rather than the specific tools used to solve the specific problems. 
In one word, the approach should be “‘scientific.” This paper 
will not make any forecasts, but just describe methods, by which 
forecasts can be made. 

One forecasting approach commonly used is the Personal 
Evaluation Method, a rather imposing name for the method used 
by many executives. Years of experience, combined with good 
business judgment and trained instinct, enable these executives 
to make amazingly accurate forecasts in many instances. This is 
not a recommended method for the practitioner of forecasting. 





HARRY DEANE WOLFE received his 
Ph.D. in Economics from the Univer- 
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ing professor of Marketing at Columbia 
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and managing director of Behavioral 
Science Research, Inc., New York City. 
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Five basic rules to 
use in any type of 
forecasting technique 


The majority of trained forecasters make some use of classical 
statistical methods. However, they should not become slaves to 
these methods and lose sight of the other important aspects of 
the forecasting problem. 

Not only the methods used by the forecaster should be scien- 
tific; his entire approach to the problem should be a scientific 
one. He should be thoroughly familiar with the questions that 
must be answered, and the uses that will be made of the answers, 
He is also expected to know the sources of data, within the com- 
pany and outside of the company, as well as the most efficient 
techniques for utilizing the data. These are generally accepted 
requirements of a good forecaster. 

One of the most important requirements of a good forecaster, 
or a good market researcher, is resourcefulness in getting the 
data from primary sources when they are not available from sec- 
ondary sources. The problem of forecasting the success or failure 
of a new product is one of the most important and difficult prob- 
lems facing the forecaster. The success of the forecaster in solv- 
ing this problem depends on his ability to go into the field to 
get his own data. He must devise a procedure for pretesting the 
product, the advertising, the promotion, the distribution, and 
last but not least, the sales performance. In many instances, the 
marketing test provides the i to the solution of the forecasting 
problem. 


WHAT IS A BENCH MARK? 


Let us consider some specific forecasting problems. The prob- 
lems vary; the general approach is the same. Fundamentally, 
there is a set of five rules which should be followed by the good 
forecaster. 


. Get a bench mark 

. Apply it 

. Study its effectiveness 

. Discard it when poor forecasts result 
5. Get a new bench mark 


DW Nh Re 


A bench mark is any device that has proven to be a reliable 
guide in the past. There are bench marks on war ships used to 
align the guns. Every man who has a work bench at home has 
marked off certain places on his bench which serve as bench 
marks for, let’s say, 12 inches; or the width of a =. etc. In 
a lighter vein, let’s assume you are the superintendent of parks 
in New York City and you paint the park benches in Central 
Park every Spring. A number of strollers in the park will not 
observe the “‘wet paint” signs, sit on the benches and spoil the 
paint job. The painter will be annoyed by the number of benches 
that will require a repaint job. The superintendent, however, 
can estimate in advance how many of the benches will need to be 
repainted from past experience with this phenomenon. 

These are rather general rules which can be applied to the ma- 
jority of forecasting problems. Let us apply them to the problem 
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of forecasting the sales of Commodity X. There are three types 
of bench marks which are of general use: 


1. Dynamic or volatile—related to money, exemplified by the 
disposable personal income series. 

2. Sticky—telated to people and exemplified by employment. 

3. Medium—related to physical units, exemplified by the FRB 
Index of Industrial Production. 












CHART 1 
COMMODITY X 
SALES 
INCOME 
__FRB. 
S06 " venneneeses eestor Pe EMPLOYMENT 
‘300s ‘35 ‘40 ‘45 ‘50 ‘53 


Chart 1 shows the sales of Commodity X from 1929 to 1953 
and the three well-known indicators for the same period (all 
series are shown as indexes with 1940 as a base). For the com- 
modity under consideration, income serves as the best bench 
mark. In the post-war — however, the sales of Commodity 
X increased at a much faster rate than did income. 


CHART 2 


COMMODITY X Z OF INCOME 
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Chart 2 illustrates a very simple use of the income bench mark. 
The points on the chart represent the sales of Commodity X ex- 
ptessed as percentages of income. The two horizontal lines de- 
fine a band within which the points fell in the pre-war period. 
This bench mark continued to provide a good guide during the 
war. However, beginning with 1947, the points fell above the 
band, reflecting the rapid growth of the sales of Commodity X 
compared with income. 

Chart 3 shows a more refined use of the income bench mark. 
The regression line is a well-known statistical device for defining 
the linear relationship between two variables. The line shown on 
the chart does a good job of describing the relationship between 
the sales of Commodity X and income in the years 1929 through 
1945. In the post-war period, however, the points departed 
widely from the line. This bench mark, too, as in the case of the 
simpler one illustrated in Chart 2, proved inadequate in the post- 
war period. 


CHART 3 


REGRESSION LINE 
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CHART 4 


COMMODITY X- GROWTH CURVE 
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Chart 4 depicts a growth curve describing the growth of the 
sales of Commodity X. When sufficient data are available, the 
early growth of a commodity is often the best bench mark for 
forecasting future growth. However, the choice of the upper 
limit, or asymptote, of the growth curve is usually made on the 
basis of independent information (such as the growth of a 
similar commodity or the expected saturation level for this com- 
modity based on consumer surveys or market studies). The 
points on the chart for the pre-war period fell very close to the 
growth curve; while the points for the war period did not reach 
expectation. (This could be traced to wartime shortages of ma- 
terials.) In the post-war period, however, the growth curve 
again became a good means for forecasting the sales of Com- 
modity X. 

In summary, Charts 1 through 4 illustrate some very simple 
means of forecasting sales. Each of the methods has limitations 
but a good forecaster synthesizes the results of several methods 
and combines a considerable amount of judgment with statistical 
methods. He continually appraises his bench marks, discarding 
those which produce poor forecasts and refining the use of those 
which have proved useful. 

Chart 5 illustrates the application of growth curves to the solu- 
tion of a very important marketing problem—the estimation of 
the effect of the introduction of a new type of product on the 
established product (or products). We have entitled this chart 

(Continued on page 322) 
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“dynamics” to connote the activity taking place in many markets 
as a result of intensive research on the development of new and 
improved types of products to meet consumer needs. Since the 
breakdown of the market is on a share-of-total basis, it is clear 
that the growth of Type B implied a decline in Type A. The 
estimated breakdown proved very useful, until it was learned 
that an additional type—Type C—was being introduced into 
the market. The growth of Type C was accomplished at the ex- 
pense of Types A and B. Close watching of the developments 
within a market and accurate forecasting of the success of new 
product types are essential to assist management in meeting con- 
sumer needs. 


CHART 5 


96% DYNAMICS 


TYPE 
A 








eee 30% 
TYPE B 
4% TYPE C_---~ 20% 
1945 1947 [9491961 1953 


THE EXTENT OF THE MEDIUM IN WHICH 
THE PRODUCT WILL BE USED 


The medium in which the product will be used can often 
prove useful in making forecasts. For example, in estimating the 
growth of total package soaps and detergents, the growth of 
washing machines would prove useful. 


CHART 6 


Growth of Washing Machines and 
Total Packaged Soaps and Detergents 
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From Chart 6 it can be seen that total packaged soaps and de- 
tergents have advanced at a faster rate than washing machines 
and therefore some adjustment of the washing machine usage 
must be made for the use of packaged soaps and detergents in 
dishwashing. 
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WEIGHING THE PAST OF RELATED ITEMS 

Data may be found by establishing the connection of the series 
in question to similar or related series or the medium in which 
the product will be used. For example: 

The development of a new type of product may often te. 
semble one that has been on the market for some time and al. 
ready has reached its saturation level. This was true of the intro. 
duction of television. In 1947, with no data available on TV, 
fairly reliable estimate could be made by basing the estimate on 
the rate of growth of radio. Several assumptions could be made: 
that TV would grow three-quarters as fast as radio, as fast as 
radio, twice as fast as radio, and three times as fast as radio, By 
1950, from the data which had become available, it became ap- 
parent that the two lower curves were no longer of value, and 
by 1953 it was obvious that the upper unit (two times or three 
times faster than radio) would be proper curve (Chart 7). 
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WILL THE NEW TYPE OVERSHADOW THE OLD? 
Another means of forecasting the effect of the introduction of 
a new type is known as the pari passu method (Chart 8). An 


estimate of the growth of the new type must be made. Then it is 
assumed that each of the existing types will lose in proportion 


























CHART 8 
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to the share which they already hold. If the new type is expected 
to account for 10% of the market and type A now has 40% of 
the market, then the introduction of the new type might be 
expected to cause type A to lose 10% of its share and decline to 
36%. 
Then briefly, there is the lead-lag approach to forecasting 
problems. In the study of time series, it is of interest to deter- 
mine whether the movements of two series coincide, or whether 
the movements of one series consistently precede those of the 
other. Correlation analysis has been very useful in determining 
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the degree of lead or lag as well as the average time interval by 
which one series leads the other. The lead-lag approach is a most 
useful one but it should be used with caution. In many instances 
the average time interval changes and a series which has proved 
useful as a lead series loses its effectiveness in accurately predict- 
ing changes in another series. The limitations of these lead series 
are quite evident in much of the business forecasting being done 
at this time. In reference to the present state of economic ac- 
tivity, a well-known business forecaster stated that so far, how- 
ever, generally accepted “early moving’ statistical series have 
not yet shown the well-defined movements that would assist in 
timing the decline. This approach, too, has its limitations ; but 
the concept can be used to advantage in solving forecasting 
problems. 


CHART 9 
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Chart 9 illustrates the remarkable accuracy of a very simple 
method of forecasting applied to the Gross National Product 
quarterly series. An estimate was made for each quarter assum- 
ing that the quarter being forecasted would show the same per- 
centage change from the year-ago quarter as was shown by the 
previous quarter from its year-ago level. One obvious limitation 
of this method is that the forecast is made only one quarter in 
advance; and the forecast cannot be made until the data for the 
ptevious quarter become available. The agreement between ac- 
tual and estimated is amazing, however; and this simple concept 
can be applied most effectively to many forecasting problems. In 
the case of forecasting sales, a reasonably good estimate of sales 
during a quarter can usually be made on the basis. of sales re- 
ported the first month of the quarter. This method can then be 
used to make a preliminary estimate of the following quarter. 

One of the most important requirements of a good forecaster 
is resourcefulness in getting the data from primary sources when 
they are not available from secondary sources. 

The good market researcher goes into the field to get his own 
data. Like the pure scientist working with test tubes in the lab- 
oratory, the market research scientist works with test towns in 
the field. He attempts to select a group, or groups, of towns that 
are typical of the nation as a whole, with respect to the charac- 
teristics and factors that are considered relevant to the product 
to be marketed. In these towns he experiments with several ad- 
vertising and promotional campaigns and observes very critically 
their effects on sales. The test town operations are the proving 
grounds on the basis of which decisions on national operations 
are made. The test town operations also provide the forecaster 
with valuable information on which forecasts of national sales 
volume will be made. 

Let us consider a hypothetical example. Charts 10 through 14 
illustrate the types of information that can be made available 
through pretesting. In order to assist management in its decision 
whether or not to introduce a new product into a market, a good 
market researcher should gather information on the size of the 
market and the competitive breakdown of the market. 
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CHART 10 
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Chart 10 shows that three brands account for 62 per cent of 
this market; and the leading brand accounts for 30 per cent of a 
market estimated to be almost $16 million. For testing purposes, 
the leading brand should be used as a bench mark or standard 
since success of the test product in the market will depend, to a 
great extent, on its performance of the test product against the 
leading brand on a product basis; and the blind product test is a 
well-known technique for measuring this relative product per- 
formance among consumers who will be using the product 
(Chart 11). 

CHART 11 
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A pretest of advertising should also be made to determine 
whether the story will be remembered; and how well it will be 
remembered compared with the leading brands (Chart 12). Dis- 

CHART 12 
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tribution tests conducted in a sample of stores provide informa- 
tion on the willingness of stores to buy the test product and some 
(Continued on page 338) 
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Mr. Richard S. Wolff, President, Camloc Fastener Corporation, Paramus, N. J. 


For the world of small business — 


IBM PUNCHED CARDS BRING BIG SAVINGS 


“Electronic computers are fine for the larger companies, 


» 


but what about us?” ask many small-company execu- 


‘tives. “We need to cut paperwork costs and get infor- 


mation fast, too.” 

Here in an interview with key executives of a growing, 
progressive company you'll find the answer to that 
challenge—simplified IBM punched card methods that 
bring profitable results to many areas of one business. 
The company is Camloc Fastener Corporation of 
Paramus, New Jersey, manufacturers of quick-operating 
fasteners for industry. The executives are: Richard S. 
Wolff, President, Theodore A. Barkauskas, General Su- 
perintendent, Wm. E. Bracey, Eastern Sales Manager, 


and Henry Cooper, Office Manager. 


Mr. Wolff, what were some of the problems you faced 
before you installed IBM punched card accounting? 


A Our growth was far outrunning our ability to control 
e the operation. We couldn’t get the information we 
needed to analyze sales or plan production. Invoices and 
statements were far behind. And as you might guess, cus- 
tomer service was suffering. 


Which of these areas would you say caused the most 
Q. difficulty? 


They're all tied together. We were trying to over- 
A. come the difficulties inherent in any manual system. 
Our business was expanding quite rapidly and we were 
running out of room in which we might put additional 
people. At this point, we decided to investigate machine 
accounting. We looked into several different types and 
found that IBM punched cards offered both the detail and 
control we needed. 














Q. How do you use these punched cards? 


A We punch customers’ order information in the IBM 
ecards and then we use the information over and over 
again to produce the documents and reports we require. 
This includes packing lists, invoices, accounts receivable, 
updated production reports and sales analysis. 


Q Did you anticipate when you started that you'd be 
e using the punched cards for so many areas of your 
business? 


To some extent. But what really surprised us was the 
A. speed and ease with which these documents and re- 
ports could be made available. We just have to punch the 
data once—and it’s machine processed from there on. 


Can you point to specific benefits of your IBM 
operation? 


Yes. Many. We were as much as a month behind in 

our statements. Now they're in the mail the first busi- 
ness day of each month even though now we are handling 
twice as many orders and twice as many shipments as we 
were before. We’re able to advise our customers speedily 
and accurately of the status of their orders. In other words, 
we're controlling the business now; it’s not controlling us. 


Vital reports are produced with this compact IBM punched card 
installation for Camloc’s Office Manager Henry Cooper, Wm. E. 
Bracey, Sales, and General Superintendent Theodore A. 
Barkauskas (I. to r.). Operating the key punch is Eleanor Frenzel. 


CAMLOC REPORTS BENEFITS 
IN MANY AREAS... 


RECEIVABLES: “Now we get every bill 
out the day after shipment—and we’ve added 
25% to our working capital by bringing the 
funds in sooner? —Richard S. Wolff, President. 


CUSTOMER SERVICE: “As soon as we 
put the IBM system to work the complaints 
ceased, the phones stopped ringing, cus- 
tomers were getting their shipments on time.” 
—Wm. E. Bracey, Sales. 


BILLING: “Our clerical costs today would 
be four times as great without the IBM sys- 
tem.”—Henry Cooper, Office Manager. 


PRODUCTION: “Our records used to be 
from a week to a month late. Now we know 
what our requirements are for each week 
eight weeks in advance.” 

—Theodore A. Barkauskas, General Supt. 


SALES: “We are able to give our field repre- 
sentatives analyses never before possible— 
as an automatic by-product of our billing.” 
—Wm. E. Bracey, Sales. 

INVENTORY: “We've been able to reduce 


our investment in inventory by 10%.” 
—Richard S. Wolff, President. 
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MCCALL HUGHES, vice president and 
controiler of Mutual of New York, 
New York, was unanimously elected presi- 
dent of Controllers Institute of America 
for 1958-1959, effective September 1, at 
a meeting of the national Board of Di- 
rectors in Seattle, Washington, on June 5. 
The president-elect, who has been active 
in the affairs of the Institute since 1945, 
has served Controllership Foundation, Re- 
search Arm of Controllers Institute, in the 
following offices: trustee, 1952-1958; vice 
president, 1953-54; chairman of the ex- 
ecutive Committee, 1952-1954; and presi- 
dent, 1954-1956. 
In addition, Mr. Hughes served as a 
national director of Controllers Institute, 
1951-1954; as chairman of the national 


J. McCall Hughes 
Elected President 
of Controllers Institute 


Admissions Committee, 1950-1951; and 
as chairman of the national Planning 
Committee, 1956-1958. In this latter ca- 
pacity, he has rendered great service to the 
Institute by directing the Planning Com- 
mittee’s work on Institute Reorganization 
and Development of a Strong National 
Program. 

After graduating from Brown Univer- 
sity, Mr. Hughes spent five years with 
Bankers Trust Company, New York, and 
then was with Mercantile Trust Com- 
pany, St. Louis, Mo., for four years before 
joining Mutual of New York in 1943 as 
administrative assistant to the executive 
vice president. He was appointed associate 
controller the following year; in 1945 he 
was appointed controller and in 1952 be- 


OFFICERS AND DIRECTORS OF CONTROLLERS 
1958-1959 





came vice president and controller. 

Readers of THE CONTROLLER ate 
familiar with the writings of the new 
president through a series of articles 
which include: “Know Your Office Costs” 
(January 1954); “Cost Controls as a 
Tool for Management” (December 
1954) ; and ‘Research for Modern Con- 
trollership”” (September 1956). 

Mr. Hughes is active in many of the 
life insurance professional associations 
such as the Life Insurance Association of 
America, the Life Underwriters Associa- 
tion of New York, the Insurance Society 
of New York, and the Life Office Man- 
agement Association, in all of which he 
holds membership. He is also a member 
of the Academy of Political Science. 


INSTITUTE 








President 
J. McCall Hughes, Mutual of New York, New York, N. Y. 


Chairman, Board of Directors 


James L. Peirce, A. B. Dick Company, Chicago, II. 


Treasurer 


Stuart W. McLaughlin, West Virginia Pulp and Paper Company, New York, N. Y. 


Assistant Treasurer 


Victor L. Persbacker, American Brake Shoe Company, New York, N. Y. 


Secretary and Managing Director 


Paul Haase, National Headquarters, New York, N. Y. 


BOARD OF DIRECTORS 
(Regional vice presidents shown in italics) 
Directors at Large 


D. E. Browne, Lockheed Aircraft Corporation, Burbank, Calif. 
R. N. Wallis, Dennison Manufacturing Company, Framingham, Mass. 


REGION | 


Eric L. Hamilton, Canadian Industries, Limited, Montreal, Que. 
B. A. Johnson, NEGEA Service Corporation, Cambridge, Mass. 
William Magowan, The Ensign-Bickford Company, Simsbury, Conn. 


REGION II 


Charles H. Clifford, Albany Felt Co., Albany, N. Y. 

David F. Devine, American Bosch Arma Corp., Hempstead, L. I., N. Y. 
L. Keith Goodrich, McGraw-Hill Publishing Co., Inc., New York, N. Y 
George E. Hallett, Tung-Sol Electric, Inc., Newark, N. J. 

Warren M. Maule, Cosmopolitan Shipping Co. Inc., New York, N. Y. 


REGION Il 


Phila- 


Stuart T. Henshall, Merck & Co., Ine., 
delphia, Pa. 

W. Bernard Thulin, The Chesapeake and Potomac Telephone Company of Vir- 
ginia, Richmond, Va. 


Earl R. Uhlig, The Martin Company, Baltimore, Md. 


Merck Sharp & Dohme Div., 


REGION IV 
Edward H. Eaton, Pittsburgh Plate Glass Company, Pittsburgh, Pa. 


J. H. Reid, Standard Paving & Materials Ltd., Toronto, Ont. 
Malcolm S. Sutherland, Burlington Steel Company, Limited, Hamilton, Ont. 


REGION V 


Steve H. Bomar, Trust Company of Georgia, Atlanta, Ga. 
C. C. Lay, The Wheland Company, Chattanooga, Tenn. 
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James L. Peirce 


Elected Chairman 
of the Board of Directors 


AMES L. PEIRCE, Vice president and con- 
J troller of A. B. Dick Company, Chi- 
cago, Illinois, was elected chairman of 
the national Board of Directors of the In- 
stitute for 1958-1959 at a meeting of the 
national Board in Seattle on June 5. 

Mr. Peirce who has been active in the 
Institute since 1941 has served as national 
president 1957-1958. His long career of 
Institute offices includes: president of the 
Chicago Control, 1950-1951; national di- 
rector, 1953-1956; vice president of 
Region VIII, 1954-1955; and a trustee of 
Controllership Foundation. He served as 
chairman of the national Planning Com- 
mittee, 1952-1953; of the national Ex- 
ecutive Committee, 1954-1955; and of 
the Second Joint Committee on Long 


Range Research Objectives, 1956-1957. 


The new Board chairman, a graduate of 


Northwestern University, spent three years 
with the Union Trust Company, Chicago, 
and several years in the comptroller’s de- 
partment of Celotex Company, of the 
same city, before joining A. B. Dick Com- 
pany in 1934. He was made assistant con- 
troller in 1941; controller in 1947; and 
vice president and controller in 1951. 
Readers of THE CONTROLLER are 
familiar with the writings of the new 
Board chairman through a series of articles 
on various phases of controllership pub- 
lished annually since 1952: “The Con- 
trollership Function: A Modern Concept”’ 
(September 1952); “Controllership and 
Accounting: A Contrast’ (September 





REGION VI 


Eugene P. Heiles, Surface Combustion Corporation, Toledo, Ohio 
Paul R. Langdon, Battelle Memorial Institute, Columbus, Ohio 


James F, Lillis, Burroughs Corporation, Detroit, Mich. 


REGION VII 


C. K. McCracken, The Procter & Gamble Company, Cincinnati, Ohio 
onald A. Robertson, Panhandle Eastern Pipe Line Company, Kansas City, Mo. 
. W. Weston, The Weston Paper and Manufacturing Co., Dayton, Ohio 


D 
R 


REGION VIII 


Carl M. Blumenschein, Container Corporation of America, Chicago, II]. 


A. J. Mayer, Marshall & Isley Bank, Milwaukee, Wis. 
John V. Page, Rayette, Inc., St. Paul, Minn. 


John W. D. Wright, International Harvester Company, Chicago, III. 


REGION IX 


*L. W. Bennett, Sunray Mid-Continent Oil Company, Tulsa, Okla. 
Claiborne H. Johnson, Fleming & Sons, Inc., Dallas, Texas 
John C, Shea, Whitney National Bank of New Orleans, New Orleans, La. 


* Deceased June 20, 1958. 


REGION X 


Thomas Chambers, British Columbia Electric Co., Ltd., Vancouver, B.C. 
W. T. McGillivray, California Packing Corporation, San Francisco, Calif. 
Harold K. Merrill, Timber Structures, Inc., Portland, Ore. 

John O. Yeasting, Boeing Airplane Company, Seattle, Wash. 








1953); “The Planning and Control Con- 
cept” (September 1954) ; ‘‘Controllership 
Motivation” (August 1955) ; “Controller- 
ship and Cost Accounting” (August 
1956); and “Control by Budget’’ (July 
1957). 

Mr. Peirce has served as a member of 
the Planning Council of the Finance Di- 
vision of the American Management As- 
sociation and has addressed meetings of 
the National Industrial Conference Board, 
National Association of Accountants, Na- 
tional Society for Business Budgeting and 
the American Management Association. 

He is a member of the Union League 
Club of Chicago; Alpha Kappa Psi; and 
the Economic Club of Chicago. 





D. E. BROWNE MADE INSTITUTE DIRECTOR AT LARGE 


DUDLEY EDWIN BROWNE, 
president for finance and controller 
of Lockheed Aircraft Corporation, 
Burbank, California, was made a di- 
rector at large of Controllers Institute 
at a meeting of the national Board 
held in Seattle, Washington, on June 5. 

Mr. Browne, who has been active 
in the Institute at both local and na- 
tional levels since 1938, served as 
president of the Los Angeles Control, 


vice 





1946-1947; as vice chairman, 1948- 


1949, and chairman, 1949-1950, of the national Committee on 


Technical Information and Research; as a national director, 
1951-1954; as vice president of Region X, 1952-1953; as chair- 


man of the Executive Committee, a trustee of Controllership 
Foundation, and national president, 1956-1957; and as chairman 
of the national Board of Directors, 1957-1958. After graduation 


from University of California with a B.A. in Economics, he started 
his career with Arthur Young & Company and remained there un- 
til he joined Lockheed in 1937 as auditor. In 1939, he became 
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chief accountant; in 1942, at the age of 29—the youngest officer 
in the company—he was named controller. In 1956, he assumed 
the dual duties of vice president for finance and controller. 
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Cost Control Through EDP 


R. A. Graeca 


ERHAPS NOTHING in industry today is 

more vital than cost control. This is 
particularly true in the field of compo- 
nents manufacture, where highly com- 
petitive selling is usually based on the 
ability to meet the price limitations estab- 
lished by customers. 

At Erie Resistor Corporation, where 
electronics have long been an important 
part of a well-known ee line, new 
data-processing methods are being suc- 
cessfully applied to the accounting pro- 
cedures connected with effective cost con- 
trol through a punched-card electronic 
computer, which has also speeded a wide 
variety of additional essential work. 

Erie Resistor Corporation was a one- 
room operation when it was founded in 
1928. Its only product, then, was carbon 
resistors; today it is an industry leader in 
the research, engineering, and production 
of electronic components, electro-mechani- 
cal assemblies, ceramics, and injection 
molded plastics. Now there are four ma- 
jor divisions and several wholly owned 
subsidiaries located in the United States, 
Canada, and England. Sales offices serve 
every nation in the free world. This con- 
tinuing growth may be attributed to a 
broad outlook on the part of management, 
and a diversified organization to which 
efficiency has always been a primary con- 
sideration. 

Machine 


paperwork processing has 


been part of our office routine for 15 
years. As long ago as that, we had reached 
the stage where manual methods could no 


longer keep pace with increased require- 
ments and volume. 

Until two years ago, however, cost con- 
trol accounting was still on a manual ba- 
sis. We were able to obtain our figures 
by this means with a fair degree of 
promptness, but not fast enough or ac- 
curate enough to meet the needs of our 
ever-increasing business. The addition of 
a Univac 60 computer to our Remington 
Rand punched-card installation answered 
our need for greater speed in maintaining 
suitable cost control, and today we believe 
we have one of the most efficient systems 
in this field. Incidentally, it might be 
noted that we supply electronic compo- 
nents for the Univac 60 and 120. 

Actually we obtain cost control as a 
by-product of payroll processing wherein 
our job (or labor) cards furnish the in- 
formation needed for automatically pro- 
ducing a variety of reports which are 
essential to efficient operation. One im- 
portant report, a daily excess cost report, 
pinpoints the exact area of responsibility 
by individual worker and operation where 
excessive costs occur. 

Another tabulation we obtain which is 
vital for cost control is a weekly produc- 
tion ability report. This lists within each 
department the type of operation or work 
performed, and the individual worker in- 
volved. It details the hours worked and 
the hours earned. This weekly report is 
used by our production people as a 
check on performance. 

Also processed from the job cards is a 








R. A. GRAECA has been with Erie Resistor Corporation, 
Erie, Pennsylvania, since 1943. As tabulating supervisor, 
he was instrumental in starting operations in the tabu- 
lating department. Appointed assistant treasurer in 1952, 
he is now responsible for the cost accounting section and 
for budgetary control. He is a member of the National Ac- 
countants Association, Systems and Procedures Associa- 
tion, Executive Committee of the Society of the Plastic 
Industry, Inc., and a member of the Accounting and Cost 
Principles Committee of the Electronics Industries Association. 
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A case history showing 
how and where costs were 
saved and controlled 


more elaborate manufacturing control te 
port showing what the allowed standard 
of hours should have been for each manu- 
facturing process. It enables the produc. 
tion people to analyze established stand- 
ards for degree of efficiency, and serves 
to reveal chances for mechanical improve- 
ment where a concentration of hours ap- 
pears in one department. 

Still another is the labor distribution 
listing which details by account and de- 
partment the direct and indirect labor 
costs. By producing a summary card 
merging labor cost, overhead, material, 
quantities manufactured, quantities 
shipped, and sales dollar data we auto- 
matically obtain a profit and loss report 
reduced all the way down to part nail 

Material disbursements are also proc- 
essed. We maintain a master file of unit 
cost prices to price withdrawal cards. The 
withdrawal cards are extended quantity 
times unit cost. From these we obtain 
material usage reports that show direct 
and supplementary materials consumed by 
product line during a given period. 

Electronic data-processing methods are 
also employed for exploding bills of ma- 
terial and/or schedules to determine ex- 
act material and manpower needs. Among 
other things, this enables us to schedule 
employes much mote efficiently. Now we 
always know the proper number to main- 
tain on the payroll. Moreover waste and 
its resultant high cost have been elimi- 
nated. 

The need for pinpointing excessive 
costs and indicating how they might best 
be reduced is not a function which should 
be confined exclusively to the manufactur- 
ing area. Our computer is also used to 
analyze long-distance telephone charges, a 
program that has resulted in surprisingly 
high monthly savings. 

Actually, all this is just a drop in the 
bucket where electronic machine account- 
ing is concerned. Among other applica- 
tions are: 


1. Accounts receivable 

2. Accounts payable 

3. Payroll 

4. Sales distribution by ledger account 

5. Sales summary indexed by customer 
showing current sales and sales to date 

6. Commission summary 
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OFFICERS ELECTED BY 
CONTROLLERS INSTITUTE 
TO SERVE IN 1958-59 


At the meeting of the national Board of 
Directors of Controllers Institute held on 
June 5, 1958 in Seattle, Wash., the fol- 











Assistant treasurer 


Treasurer 
STUART W. eam lowing officers were elected to serve one- VICTOR L. i eas 
comptroller : ; comptroller 
West Virginia Pulp and year terms beginning September 1, 1958. American Brake Shoe 
Com 
Paper Company pany 
New York New York 





Vice president—Region | 
ERIC L. HAMILTON 
vice president 
Canadian Industries 
Limited 
Montreal, Que. 


McGraw-Hill 


New York 





Vice president—Region VI 
EUGENE P. HEILES 
vice president & controller 
Surface Combustion 
Corporation 
Toledo, Ohio 





Vice president—Region II 
L. KEITH GOODRICH 
vice president & treasurer 


Publishing Co., Inc. 





Vice president—Region VII 
E. W. WESTON 
secretary & treasurer 
The Weston Paper and 
Manufacturing Co. 
Dayton, Ohio 


Vice president—Region III 


Vice president—Region IV 





Vice president—Region V 


EARL R. UHLIG JOHN H. REID Cc. C. LAY 
vice president-finance president treasurer 

and controller Standard Paving & The Wheland 
The Martin Company Materials Ltd. Company 


Baltimore, Md. 


Vice president—Region VIII 
JOHN W. D. WRIGHT 
assistant comptroller 
International 
Harvester Company 
Chicago, Ill. 


Toronto, Ont. 





Vice president—Region IX 
JOHN C. SHEA 
vice president 
Whitney National 
Bank of New Orleans 
New Orleans, La. 


Chattanooga, Tenn. 





Vice president—Region X 
JOHN O. YEASTING 
vice president-finance 

Boeing Airplane 
Company 
Seattle, Wash. 











7. A summary for each period of or- 
ders received by product line, customer, 
style, tolerances, etc. 

8. Sales trade class listing 
9. Pension and profit-sharing computa- 
tions 

10. Budgets 

11. Machine loading. 


Close integration of the Univac 60 
with our previous punched-card system 
has speeded closings. Substantial time re- 
ductions have been accomplished in vir- 
tually all areas of the accounting opera- 
tion. An example: budgets, which formerly 
took a week to compile manually, now 
are accurately processed in from four to 
five hours and we have been able to elim- 
inate our second shift personnel. 


This integration has also enabled us to 
assume jobs that formerly had to be 
farmed out. Determination of machine 
loading was one of them. In just one 
phase of this processing, 30,000 cards 
must go through the computer to deter- 
mine material and labor requirements. In 
four days we established the requirements 
for a schedule change in one of our divi- 
sions, thereby accomplishing a job that 
previously cost us over $1000 for outside 
services every time it was required. 

This job was done by only three of the 
19 control and operating employes in our 
Tabulating Department, and was fitted 


right into our normal one-shift running 
schedule. Reproduction of cards was the 
major work-factor involved. 

The importance of the efficiencies in- 
troduced by effective cost control cannot 
be overstated, but it is nevertheless grati- 
fying to know that this work takes up 
only a fraction of computer time. Almost 
any area of company operation is suscepti- 
ble to electronic data-processing applica- 
tion, with resulting benefits in every 
instance. 

Through experience, we have learned 
what is meant by the phrase ‘‘a new era 
in record-keeping.” The potential is lit- 
erally unlimited. 
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MERICAN AND CANADIAN COMPANIES 
increased the compensation paid to 
their top executives by an average of 5.1 
per cent last year, according to the eighth 
annual survey of top-management com- 
pensation made by the Executive Compen- 
sation Service of the American Manage- 
ment Association. This compares with a 
5.9 per cent increase in top-management 
pay recorded for the previous year. These 
are over-all averages and do not reflect the 
variations in individual companies and in- 
dustries that result from a variety of 
forces, Dean H. Rosensteel, director of 
the Service, emphasized. The size of the 
company, the complexity of its opera- 
tions, and its sales and profits are impor- 
tant factors. 

The new study, the most comprehen- 
Sive top-management survey ever con- 
ducted, analyzes the total compensation 
paid to some 35,000 high-ranking execu- 
tives in more than 3,800 companies of all 
sizes and types in the United States and 
Canada. The time period covered was es- 
sentially the calendar year of 1956, but 
fiscal years that closed as late as July 1957 
were included. 

































Executive Compensation in U. S. and Canada 


For the first time a special section on 
small companies (those with annual sales 
of less than $1 million to $10 million) 
was added to the AMA report. The small 
company analysis, based on a study of 716 
firms, shows that top-management com- 
pensation in the smaller companies varies 
in direct relation to size and to product 
and market served, much as it varies by 
industry classification and size in the 
larger ones. 

However, the amounts paid to indi- 
viduals in smaller companies also vary 
with the number of positions at the top- 
management level. Every company has a 
chief executive officer, but the needs of 
individual organizations for other posi- 
tions vary. When the business grows 
larger than can be supervised by one man, 
the next position added in 60 to more 
than 80 per cent of the cases is someone 
to supervise manufacturing operations. 
Generally, in small companies as the num- 
ber of officers increases the average com- 
pensation to each officer decreases. When 
a man is responsible for a combination of 
functions, he is paid more than one re- 
sponsible for only one function. 








Institute officials congratulate J. McCall Hughes, vice presi- 
dent and controller, Mutual of New York, upon his election 
as president of Controllers Institute of America for the fiscal 
year beginning September 1, 1958. Pictured above (left to 
right) are Charles Z. Meyer, vice president and comptroller, 
First National Bank of Chicago, a past president of Controllers 
Institute who presented the report of the Institute’s national 
Nominations Committee on behalf of its chairman, Robert N. 
Wallis; James L. Peirce, vice president and controller, A. B. 
Dick Company, Chicago, 1957-58 president of the Institute; and 
the CIA president-elect, J. McCall Hughes. Mr. Peirce was elected 
chairman of the Board for the year beginning September 1, 1958. 
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Economic conditions have a strong in- 
fluence on top-executive compensation, 
but the correlation is only partial. Last 
year the companies surveyed increased 
their sales by 7.8 per cent, on the average; 
showed a 5 per cent gain in net profits: 
and paid their top managements 5.1 per 
cent more. In 1956 sales increased an ay- 
erage of 10 per cent; profits were nearly 
25 per cent higher than the previous 
year ; but top-executive compensation in- 
creased only 5.9 per cent. 

In 1952, when there was an over-all 
decrease in net profits, top-management 
compensation remained virtually un- 
changed compared with the previous year, 
In 1953 sales and revenues were about 10 
per cent over the year before, profits were 
about 5 per cent ahead, and compensation 
also was higher by about 5 per cent. In 
1954 sales declined about 2 per cent, 
profits showed a modest increase only be- 
cause of a change in the tax laws, and the 
increase in compensation was only about 
1.8 per cent. 

Economic trends last year were less 
consistent among industries than they had 
been in the immediately preceding years. 
There also was considerable variation in 
compensation practices among industries. 
For durable goods manufacturing compa- 
nies, for example, sales increased 5.4 per 
cent in 1956 over 1955; net profits de- 
creased 6 per cent; and top-management 
compensation increased 3.1 per cent, 
normal increases in salaries and pension 
contributions being offset by lower bonus 
payments. For nondurable goods manu- 
facturers, sales were ahead of the previous 
year by about 7 per cent; net profits in- 
creased 10.1 per cent; and compensation 
of top executives went up 6.2 per cent. 

Salary increases were granted to nearly 
49 per cent of the executive positions for 
which strictly comparable information was 
available. The salaries of about 41 per 
cent of the positions remained unchanged, 
and for about 10 per cent of the positions 
lower salaries were paid. 

Payments were made under some kind 
of bonus incentive or profit-sharing plan 
by about 54 per cent of the companies in 
the survey to about 58 per cent of the ex- 
ecutives whose compensation was fe- 
ported. Such payments amounted to about 
15 per cent of the total compensation 
paid to all executives in the survey. The 
percentage of companies paying bonuses 
and the percentage of executives receiving 
them increased slightly over the previous 
year, but the amounts as percentages of 
salaries were slightly smaller. 

More than 70 per cent of the compa- 
nies surveyed reported contributions to 
some form of retirement plan for 74 per 
cent of the executives included in the 
study. These payments amounted to about 
10 per cent of the salaries of participating 
executives, about the same percentage as 
for the previous year. 
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State Tax Withholding 
Spreads 


Employers are now required to with- 
hold income tax from employes pay- 
checks in 18 of the states taxing individ- 
ual income, according to Commerce 
Clearing House. Of the 31 states which 
impose personal income taxes on wages 
and salaries, 11 require general tax with- 
holding by employers on wages paid to 
both resident and nonresident workers. 
The District of Columbia also requires 
general withholding. In five more states, 
withholding applies to nonresidents only, 
while provision is made for it under spe- 
cial circumstances in two others. 

State deduction methods are similar to 
those employed by the Federal Govern- 
ment. Some impose a flat percentage of 
wages Of prescribe amounts to be with- 
held for various sums and pay periods. 
Other states require employers to with- 
hold an amount equal to a stated per- 
centage of the federal tax withheld. 

Several other states have named com- 
missions to study income tax collection 
methods. As a result, the trend toward 
payroll deductions should continue. 

The report lists the states which now 
impose general withholding for the col- 
lection of income taxes as follows: Ala- 
bama, Arizona, Colorado, Delaware, 
Idaho, Indiana, Kentucky, Maryland, 
Montana, Oregon and Vermont. 

Nonresidents only are subject to with- 
holding in California, Iowa, New York, 
South Carolina and Utah. Under special 
circumstances, tax officials of Arkansas 
and Louisiana impose withholding on cer- 
tain classes of employes. 

The remaining states which impose 
personal income taxes do not provide for 
withholding taxes at the employment 
source. They are listed in the CCH re- 
port as: Georgia, Kansas, Massachusetts, 
Minnesota, Mississippi, Missouri, New 
Mexico, North Carolina, North Dakota, 
Oklahoma, Virginia and Wisconsin. 

Some states where general withholding 
is required also demand declarations of 
estimated tax, accompanied by advance 
payments, from all who receive income 


not subject to withholding during the | 


taxable year. These are: Alabama, Colo- 
rado, Kentucky, Maryland, Montana and 
Vermont. The District of Columbia also 
has provisions for declarations of esti- 
mated tax. 

Georgia, which does not require with- 
holding, gives individuals the option of 
filing tentative returns and making pay- 
ments during the last quarter of the taxa- 
ble year. Kansas and Oklahoma also al- 
low the filing of tentative returns during 
the taxable year. 

According to the report, Indiana and 
Kentucky have adopted a new mutual ex- 
emption policy under which employers 
are not required to withhold taxes on pay- 
ments to residents of the other state. 
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OCT. 19-22 


27/4 ANNUAL NATIONAL CONFERENCE 
CONTROLLERS INSTITUTE 
OF AMERICA 


Program 


MONDAY 
A.M. TECHNICAL SESSION 
Opinion Research Corporation 


NOON LUNCHEON 
Speaker: Clifford F. Hood, president, United States Steel 
Corporation 


P.M. TOPICAL CONFERENCES 

Subject: Economic Depreciation 

Speaker: Carman Blough, director of Research, AICPA 

Subject: Direct Costing (Panel discussion) 

Moderator: Wayne Keller, comptroller, Armstrong Cork 
Company 

Subject: Federal Taxation—CIA Committee on Federal Tax- 
ation 

Subject: Legal Aspects of Records Retention—Controller- 
ship Foundation 


TUESDAY 
A.M. TECHNICAL SESSION 
Management and Control—du Pont’s Concepts and Methods 


NOON LUNCHEON 
Subject: Personnel Development in a Large Corporation 
Speaker: Dr. D. H. Dawson, vice president, E. I. du Pont 
de Nemours & Company 


P.M. INDUSTRY ROUND TABLES 
EVE. BANQUET/DANCE 

WEDNESDAY 
A.M. PANEL DISCUSSION 


Subject: Corporate Finance and the Money Market 
Speakers: Walter Hoadley, treasurer, Armstrong Cork Com- 
pany, an investment banker and a commercial 
banker 
NOON LUNCHEON 
Speaker: Ronald Reagan 


Sponsored by the Philadelphia Control of Controllers Institute 
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Rx for Unemployed Executives 


HE PRESENT RECESSION has engendered 

an unusual number of available execu- 
tives, declares E. A. Butler, president, 
E. A. Butler & Associates, Inc., Philadel- 
phia, Pa. The lack of business has not 
only affected skilled labor, but, quite nat- 
urally, has had a very serious effect on 
men at the executive level from the $18,- 
000-per-year mark upward. This in- 
creased executive unemployment can be 
cut sharply and the morale and attitude of 
the executive can be salvaged if he will 
apply the following information to his 
own campaign and recognize that this in- 
formation is the result of over five and 
one-half years of concentrated executive 
recruiting, interviewing literally hundreds 
of executives and reading thousands of 
their resumes for innumerable positions. 
The following points should be followed 
religiously : 

An executive should not take a vaca- 
tion prior to searching for a new position 
as he usually does. He should start search- 
ing for a new position immediately upon 
hearing of the possibility of termination 
of employment, for almost in every case, 
an executive is aware when the axe is to 
fall. This course of action will avoid sus- 
picions on the part of people considering 
his application that this man must have 


been turned down by a number of other 
employers for reasons unknown. 

He should not depend on his friends 
and acquaintances who have offered him 
jobs in the past. He should eliminate 
friends and casual acquaintances as a 
source of obtaining employment and re- 
gard any comments from these people as 
mere speculation and a desire to bolster 
his ego. 

He should not approach standard em- 
ployment agencies. He should bear this 
in mind: Employment agencies usually 
confine their activities to location of sal- 
aried personnel earning up to $10,000 
and oftentimes regard a man beyond the 
age of 38 as too old to be considered for 
an opportunity. Also, executive hiring is 
usually more detailed and prolonged and 
therefore these agencies are unable to de- 
vote the time and energy necessary on a 
speculative basis. 

The executive should not prepare long, 
drawn-out, detailed resumes for presenta- 
tion and for answering of advertisements, 
for they are rarely read. He should con- 
sider that the average executive position 
has numerous applicants and the execu- 
tives screening resumes are looking for 
brief, concise, to-the-point information 
relative only to their particular problem 
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CONTROLLERS 


INSTITUTE OF AMERICA 


27th 
ANNUAL NATIONAL CONFERENCE 


OCTOBER 19-22 


CHALFONTE-HADDON HALL 


ATLANTIC CITY 


OTHER ORGANIZATIONS 


AUGUST 24-28 
AUGUST 25-27 
OCTOBER 11-16 


TAX EXECUTIVES INSTITUTE 
AMERICAN ACCOUNTING ASSOCIATION 
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CERTIFIED PUBLIC ACCOUNTANTS 
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34th Annual Convention 
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and, at that reading, are not concerned 
with detailed resumes appealing to every 
facet of company administration. For ex. 
ample, a sales manager in a tight spot will 
also point out his ability as a good pur. 
chasing agent, or a comptroller his abil. 
ities in over-all plant management. This 
information is only of use when the hir. 
ing executive is personally familiar with 
the wide variety of administrative abjl. 
ities of an individual, and who is hiring 
a man not to fill a specific job, but to 
wear several hats in a small (under 200 
employes) operation. 

He should not write brief, one-para- 
gtaph letters in hopes of stimulating fur. 
ther interest, without giving any informa. 
tion relative to his profile and employment 
history, for this type of approach is rarely 
acknowledged. It zs always wiser for the 
executive to avoid the use of a resume 
whenever possible when applying for 
positions. Information can be adequately 
contained in a formal letter personally 
written or typed covering the salient fea- 
tures applicable to the industry. 

He should not restrict himself on a 
geographical basis after he has been un- 
employed for two months. An executive 
should always remember that, with the 
exception of a few metropolitan cities, it 
is unlikely that he can make a lateral shift 
of employment without making a geo- 
graphical move. Starting out with geo- 
gtaphical restrictions is a definite handi- 
cap and prolongs his unemployment. 

An executive contemplating a change 
should not withhold information from his 
wife or teenage children. Family discus- 
sion 7s of paramount importance for the 
executive. The average wife and teenager 
are more than willing to cooperate in time 
of crisis and, with the present inability 
to accumulate cash, executive unemploy- 
ment 1s a Crisis. 

An unemployed executive should not 
hold out for precisely the same salary he 
has most recently been earning. He should 
appreciate that his value as an adminis- 
trator is indeed important. However, his 
lack of knowledge of the individual com- 
pany on particular problems must be ad- 
justed to and his value is not so great at 
the outset of a new job as it was at the 
finish of an old position after perhaps ten 
years of service. A period of acquaintance 
and adjustment is to be expected as a 
matter of common sense. 

In stating salaries earned on his appli- 
cation, the executive should not include 
bonuses and gratuities as part of his base 
salary. He should always distinguish be- 
tween base salary, pointing out clearly 





WANTED: Old Freight Bills 


for conversion into unexpected retunds for your 
firm. Let our transportation experts analyze your 
freight costs. You pay only 50% of ACTUAL 
money recovered. For complete details write 


ATLAS TRAFFIC CONSULTANTS CORP. 
47-11 43rd Ave. Long Island City 4, N. ¥. 
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bonuses received, for bonuses paid on a 
grou basis as a rule are not considered 
art of a base salary, although, true, it is 
income, it is not guaranteed income. To 
incorporate bonus, salary and gifts is mis- 
leading and indicates a higher base pay. 
This oftentimes leads to embarrassment 
when verified with the former employer. 

In summation, if an executive will fol- 
low simple, practical and relatively new 
(within the past five years) rules and 
contact a nationally recognized executive- 
rectuiting firm or firms with locations in 
the East, Midwest, and West, he would 
have far greater access to employment in 
a relatively short period of time than can 
be effected by all the floundering he may 
do over a period of six months to a year 
on his own. These recruiters have estab- 
lished relationships with national, multi- 
plant, individually owned and medium- 
sized corporations who are constantly 
retaining them to locate qualified admin- 
istrators. The average executive who con- 
tacts his college alumni placement bureau 













































































will be told, in the event the bureau has © 9 
nothing of consequence to offer, to con- New! A COMBINED REPRINT OF 
tact an executive recruiter. It is also ad- 
visable to contact one of the many repu- ARTICLES FROM THE CONTROLLER 
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= R & S data processing of your sales will give you all-inclusive reports almost as 
a soon as the sales take place— 

Ms BY TERRITORY—national, state-wide, city . . . by customer, class of outlet, 
2 product (including size or color range)—and by salesman. | 

< You get week to week, or month to month break-downs and comparisons in dollars 


or percentages, plus quarterly and year to year analyses. You quickly spot trends, pin- 


point weaknesses and measure advertising effectiveness of local and national campaigns. 


R & S can handle every sort of data processing—in any volume—CALL AN R & S 
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REGIONAL CENTER TODAY for consultation and estimates—no obligation. 











195&-1959 


PRESIDENTS 
OF LOCAL CONTROLS 





spat CONTROLLERS INSTITUTE OF AMERICA Nena tadndl 


Niagara Mohawk Atlanta Transit 
Power Corporation SECTION |* System Inc. 
Albany Atlanta 





HENRY D. CRAGON THOMAS D. WALSH JUDSON G. HYDE GLENN A. JOHNSON A. L. EHRMANTRAUT 
Southern Bell Telephone National Company, Inc. Sperry Products Inc. Provident Life & Accident Fashion Frocks, Inc. 
and Telegraph Co. Insurance Co. 
Birmingham Boston Bridgeport Chattanooga Cincinnati 





HAROLD E. BOEHM FRANK B. MORGAN NORMAN J. BROWN EDWIN P. BULOW JOHN M. WOLF 
Towmotor Corporation American Security and The Steel Company of The Vendo Company Wheelabrator Corporation 
Trust Company Canada, Ltd. 
Cleveland District of Columbia Hamilton Kansas City Michiana 








H. G. SCHACHTSCHNEIDER VICTOR W. TRYON, JR. GERALD L. PHILLIPPE RAYMOND F. BRADSHAW J. ROBERT SPANGLER 


Ed. Schuster Canadian Pratt & Whitney General Electric Company South Chester Mountain States Telephone 
& Company, Inc. Aircraft Company, Limited Tube Company and Telegraph Company 
Milwaukee Montreal New York City Philadelphia Rocky Mountain 


* SECTIONS II & Ill each comprising 18 more Controls will appear in the August and September issues of THE CONTROLLER 








THE CONTROLLER. ..... oar le ca ed eae Saladill 44 4 diaian ool aie JULY 1958 









334 















Ee ee ee ee ee ee a oe 


Pre oF. 





YLOR 


sit 


| 


tAUT 
Inc. 


‘ation 











Practical Benefits of 


Management Planning 


Long-range planning by the Wall 
Street Journal management has made it 
easier for that newspaper to achieve its 
erowth and success goals, according to 
T. F. Mowle, comptroller, the Wall Street 
Journal. Management's initial act in this 
plan was to increase the expenditure for 
broader news coverage and editorial con- 
tent; the constant aim is to reflect the 
news content suited for a circulation for 
at least 100,000 greater than is actually 
the case; this is accomplished by addi- 
tional personnel and many more news 
bureaus. 

After this improved and expanded 
news coverage is achieved, management 
authorizes an expansion in circulation on 
a regular annual growth basis. This 
logical approach placed the Wall Street 
Journal's expansion program on_ solid 
ground and materially aided its promo- 
tional efforts. For the past three years, 
the Wall Street Journal has planned to 
achieve a growth of 50,000 circulation 
each year; this annual growth was 
budgeted by month, and the performance 
carefully checked month after month. 

Coordinated with the growth forecast, 
the Wall Street Journal's management 
prepared a capital expenditure forecast. 
Projected in summary form for three 
years at a time, it indicated the probable 
cost of the facilities which would be 
needed to take care of expanded circula- 
tion. By knowing the approximate time of 
cash expenditure requirements and by 
having a cash forecast available for the 
same period of years, management is able 
to meet new plant and equipment com- 
mitments with no strain on resources. 
Through the monthly operating budget, 
management has effective control over 
160 departments in its multiplant opera- 
tion. The participation of management, 
down through the department head level, 
is encouraged. Another segment of the 
plan is a 12-month income-and-expense 
forecast covering the next 12 months; 
this report is prepared every 12 months 
and incorporates wages, price increases 
and other economic factors as they de- 
velop month by month and shows the 
cumulative effect over a 12-month period. 
This is a top-level report and serves as a 
profit trend guide; if the trend is un- 
favorable, corrective action by manage- 
ment can be started immediately. 


Government Purchasing 

and Specifications Directory 

_ The Small Business Administration has 
issued a booklet, “U. S. Government Pur- 
chasing and Specifications Directory,” 
which lists the offices where individuals 
and firms interested in providing goods 
Or services for the Government can ob- 
tain or review specifications covering the 
Government's purchases. 
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These days, when favorable earnings reports are a rarity, 
you'll find one of the secrets of management success is a 
relentless program of cost reduction. Diebold can show you 
@ program that has increased productivity as its target. 


record-handling 


Use Modern Methods To Do The Job: Increased clerical pro- 
ductivity is virtually an automatic benefit when you put the 
motorized efficiency of Diebold Rotary Files to work. Keyed to 
modern record-handling procedures, these new files accelerate 
record processing. Your personnel become more efficient and 
productive! 


idea can help you 


A further economy lies in the ability of Diebold Rotary Files 
fo accommodate your present records . . . including tab cards » 
and tissue copies. No time-wasting, costly transcription neces- 
sary. And records are held upright constantly . . . no belts will 
wear or fray your records. Another advantage: the complete 
top of the record can be used for guiding. 


SLASH 


Diebold Rotary Files are made in over a hundred different 
types... you can be sure of getting the right one for your 
application. And you're offered a wide choice of operating 
~ controls. Let Diebold show you how to cut costs through increased — 
productivity. A newly-published brochure details the Diebold 
Rotary File story. Your free copy will be sent on request. 
Mail coupon today! 






DIEBOLD 


[INncdqagRP OR AT © O 


ANTON 2, OFFO 
Dept. OE-38 
Gentlemen: Please send me your new brochure on 
Diebold Rotary Files. 
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THE ACCOUNTING* 
By Bruce Marshall 


Reviewed by ARTHUR J. GRIFFIN 
Controllers Institute 
New York 


On the second page of Chapter I, the 
senior partner of an English auditing 
firm, paying a surprise visit to the Paris 
branch, states: “I’ve been given good rea- 
son for believing that there’s been a fraud 
going on at the bank.” 

From then on, fraud is the byword, and 
the search for misplaced figures, the false 
entry, the shady transaction, leads through 
the trails of a Paris bank’s accounting sys- 
tem with the same relentless pressure as 
sleuths in a mystery novel. In this case, 
though, the sleuths are a team of char- 
tered English accountants in the employ 
of the auditing firm. Instead of finger- 
prints, murder weapons and assorted 
clues, one is led through the labyrinth of 
customer’s accounts, general ledgers, in- 
vestments, etc. ; the tick of the accountants’ 
pencils checking columns of figures takes 
on an exciting, even suspenseful quality 
as the audit weaves through the maze of 
check and countercheck. 

To add incentive to the search, a raise, 
maybe even a promotion, is promised to the 
accountant who uncovers the fraud. Since 
the time is 1933, either is important. The 
chance of bettering one’s lot leads to in- 
dividual hunches and painstaking thor- 
oughness that sometimes blows hot, some- 
times cold, but never lets down. I might 
add that the auditors are presented as 
ink-stained wretches and the firm itself 
would take a prize for miserliness. How- 
ever, conditions of 25 years ago make to- 
day’s conditions seem like a lark, so the 
characterization is excusable. 

When the book leaves the. audit, and 
the Paris bank, it deals with the account- 
ants: their lives, their wives, their loves 


* Published by Houghton Mifflin Company, 
Two Park Street, Boston 7, Mass. $3.95. 


and their hopes. Here the characterization 
is very good and sometimes excellent. The 
author manages to convey the exterior of 
the characters placidly—the good man- 
ners, the casual talk—while at the same 
time allowing only the reader to share the 
irony, the contempt, and the humor that 
bubbles so busily behind the surface fa- 
cade. There are no heroes or villains in 
this story. If anything, there is a menace: 
the undiscovered fraud, and its threat per- 
meates the lives of nearly all the charac- 
ters. 

There is Ianthe, wife of the senior 
Paris partner, who lives part of her life 
in fright of her husband and his surprise 
cash-count of her household expenses and 
dwells the rest of the time in a near fan- 
tasyland that leads her childishly astray. 
Dugommier, the only French accountant 
in the employ of the firm, lives on ideals 
that are honest, glorious, firm—and out- 
moded. There is conflict in the mind of 
Wormit, a Roman Catholic convert, and 
—— that his pretty wife, Gisele, is 
unfaithful pitches his own behavior to 
extremes. The honor of principal char- 
acter might go to Syme, another of the 
accountants. He is an accountant for the 
sake of expediency and feels his main 
chance lies in writing. Except for one 
rash judgment, he is presented as the 
most level-headed, and is able to assim- 
ilate the attitude of his co-workers, his 
acquaintances, and his environment with 
a modicum of understanding. There are 
others, of course—the bank officials who 
sense something is astir because of the 
finely cut audit; the partners of the firm, 
anxious not to lose the account because of 
a fraud going undiscovered; the auditors 
themselves, treated as minor and major 
characters. 

Paris life, too, is explored on nearly 
every level and usually with plenty of 
humor; the main story, however, deals 
with the fraud—or rather, the attempt to 
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uncover a fraud—and anyone dealing in 
finance and accounting will find the Story 
of especial interest. 

Lately, there has been a trend in it. 
erature to set forth inner-circle finance 
big-company operations as exciting, pto. 
vocative reading. “The Accounting” per. 
forms this service successfully for the 
accountancy field, transforming what many 
term “deadly bookkeeping” into a tense, 
earnest search for wrongdoing. The ac. 
cepted adage, “figures don’t lie” is up. 
exciting, but when there is a possibility 
this adage can be upset, drama is involved, 

Bruce Marshall is certainly qualified to 
write about it. He is a chartered account. 
ant and spent 14 years in the profession 
between the first and second World Wars, 
He has hit the best-seller list at least three 
times in the past several years and is aim- 
ing for it again with his latest novel. 

This is entertaining reading for all, 
and for anyone in the field it has the 
added fillip of shop talk—which expert 
conversationalists say we should avoid, 
but which we aiways find enjoyable. 


IDEAS FOR MANAGEMENT* 


The papers delivered at the most recent 
conference of the Systems and Procedures 
Association, numbering more than 80, are 
faithfully reproduced and are supple- 
mented by short biographical sketches of 
the authors and an adequate index. The 
various papers cover many subjects in- 
cluding how to start or strengthen systems 
functions, experiences of companies plan- 
ning electronic applications, basic subjects 
in the field of systems, and systems prob- 
lems of the small business. Other papers 
relate to specific industries including 
banking and finance, utilities, insurance, 
petroleum, transportation, engineering, 
construction and research. 


* Published by the Systems and Procedures 
Association, 4463 Penobscot Building, Detroit, 
Mich. $16.00. 


15 MAJOR TAX 
PROBLEMS ANALYZED* 


This book is the proceedings of the 
Fourth Annual Tax Institute held by the 
Texas Society of CPA’s and the Univer- 
sity of Houston. It contains 15 papers, 
each devoted to a problem currently caus- 
ing trouble to lawyers and accountants. A 
number of the papers deal with tax con- 
sequences (and advantages) of oil, gas, 
and other natural resources. Other subjects 
covered are estate planning; deductions 
for travel and entertainment and other ex- 
penses; getting money out of close cor- 





A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 








Park Building Yonkers, N.Y. 
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orations; and special problems in reor- 
ganizing the close corporation. 
Each of the 15 authors contributing to 
this book is a lawyer or accountant cur- 
rently practicing in tax work; represented 
are some of the country’s well-known 
firms. The book contains an index of sub- 
‘ect matter, court decisions, internal rev- 
enue rulings and code sections discussed. 
etal 

* Published by the Journal of Taxation, Inc., 
147 East 50th Street, New York 22, N. Y. 
$4.95. 


QUEUES INVENTORIES 
AND MAINTENANCE* 


By Philip M. Morse 


This study treats general queuing prob- 
lems, discusses the effect of changes of 
arrival and service distributions on queuing 
results, and describes the application of 
queuing theory to maintenance and inven- 
tory problems. Designed for use as a prac- 
tical handbook, it shows how problems 
involving variable demand and supply 
may be analyzed and solved. 

The author deals with queuing problems 
from the standpoint of the Kolmogorov 
equations relating the probabilities. He 
gives a unified method for expressing 
vatious problems in terms of difference 
equations and then gives various proce- 
dures for solving these equations. 

Numerous tables are included so that 
solutions can be computed easily. Graphs 
from which solutions may be obtained 
are also given. 


* Published by John Wiley & Sons, Inc., 440 
Fourth Avenue, New York 16, N. Y. $6.50. 


LEGAL INSTRUMENTS 
OF FOUNDATIONS* 


By F. Emerson Andrews 


The book contains 58 documents from 
49 different foundations, selected to rep- 
resent a wide variety of these organiza- 
tions. Included are documents from at 
least one perpetuity, dissolving fund, dis- 
cretionary perpetuity; at least one com- 
pany-sponsored foundation, family foun- 
dation, foundation engaged in unrelated 
business activities, association of founda- 
tions, “captive” foundation. These repre- 
sentative instruments are intended to in- 
dicate the wide variety of problems faced 
in foundation creation and operation. Sep- 
arate chapters include acts of Congress, 
acts of state legislature setting up founda- 
tions, wills, trust instruments, etc. A final 
chapter includes certain operational docu- 
ments and appendices include samples of 
governmental forms and a selected bibli- 
ography. 





* Published by Russell Sage Foundation, 505 
Park Avenue, New York 22, N. Y. $4.50. 
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BUSINESS ELECTRONICS 
REFERENCE GUIDE—VOL. 4 


a ELECTRONIC COMPUTER INSTALLATIONS AND APPLICATIONS 

Complete information on 383 computer users, giving the 
equipment they have, the actual applications. Also, index 
of applications and summary of machines in use. 





J ELECTRONIC DATA-PROCESSING SYSTEMS 


Reports of 34 U. S. and foreign computers available for 
business applications. Also operating characteristics, 
rental or selling price, etc. 


J COMMERCIAL COMPUTING CENTERS 
Reports on 71 U. S. and foreign computing centers. Gives 
make, model and number of computers installed. 


J ANNOTATED REFERENCE TO PUBLISHED MATERIAL 


Detailed descriptions of 416 periodical articles, 246 pam- 
phlets, etc., and 28 books—all published between July 15, 
1956 and January 31, 1958. 


& ADDITIONAL MATERIAL PERTAINING TO 
ELECTRONIC MACHINERY 


including annotated reference to published material, de- 
scription of courses/training programs and seminars, details 
on film/slides and their availability, index of publications 
and publishers, listing of subscription services in business 
electronics. 


Here is a thorough and up-to-date guide which will provide 
the information you want in your investigation of business 
application to electronic machines. This guide will be an 
invaluable aid to you in any discussion or study of business 
electronics. For the latest and most complete information 


Onder Now! 
$75.00 


($10.00 to members of Controllers Institute of America) 





CONTROLLERSHIP FOUNDATION, INC. 
Research Arm of Controllers Institute 
TWO PARK AVENUE - NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 


























TIMELY TAX READING 


Financial executives who read 


APPORTIONMENT 
AND 
ALLOCATION OF 
CORPORATE NET INCOME 
FOR STATE TAXES 


will agree with the comment of 
The New York Times 


that it . . . helps corporations keep abreast of all 
‘hodgepodge’ tax regulations m every political 
subdivision in which they operate... . 


because—of the convenient tabulation of state apportion- 

ment factors and the allocation of specific items 
by states 

—of the general analysis of available facts about 
apportionment and allocation factors used by 
states in levying taxes 

—of the definitions of apportionment or allocation 
factors as set forth by statute, administrative reg- 
ulations and decisions, or as established in lead- 
ing court decisions 


$1.50 


($1.00 to members of Controllers Institute) 





MANAGEMENT PLANNING 
FOR CORPORATE TAXES 


written for executives who ask: 


@ What sort of internal organization in a large and de- 
centralized enterprise will assure that tax problems are 
handled most effectively? 


@ What constitutes valid use vs. foolish use of retained tax 
counsel ? 


@ How can the controller or tax man be brought into the 
picture soon enough? 


$4.00 


($3.00 to members of Controllers Institute) 


CONTROLLERSHIP FOUNDATION, INC. 
Two Park Avenue . New York 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 


















Accurate Forecasting 
(Continued from page 323) 


indication of the ability of the brand to gain national distriby. 
tion (Chart 13). 


CHART 13 
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In addition to tests which attempt to measure each of the fac- 
tors separately, a sales test should be set up to measure the suc. 
cess of the test product in the market. Competitive positions 
(that is, shares of total market for the leading brands) are gen- 
erally estimated more reliably than absolute sales levels for 
these brands; and trends in competitive positions are perhaps 
most reliably estimated from test town data. Chart 14 compares 
the competitive breakdown of the market 18 months after the 
introduction of the test product nationally with the results re- 
ported in the test towns seven months after introduction. 


CHART 14 
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The market researcher can obtain a remarkably good first * 
proximation to national sales volume of a particular brand by 
applying trends estimated from test towns to estimates of the 
national market for the whole product class. The availability of 
only four to six months of national sales data, combined with 
test town data, will enable him to forecast the growth of a brand 
in the next two or three years. As he gets more information, he 
will be able to refine his estimates. 

But the real contribution of the market researcher comes from 
his scientific and, consequently, most efficient use of the meagef 
data available to him. He can make forecasts months and, some- 
times, years in advance and thereby enable management to make 
the long-range plans necessary for large-scale national operations. 
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Columbuss, Ohio TOP RIGHT 


National and local officials of Control- 
lets Institute and the Columbus Control 
met at the 10th anniversary reception of 
the Control at the Scioto Country Club on 
May 16. The reception was held in con- 
junction with the 20th Annual Institute 
on Accounting sponsored by Ohio State 
University. 

(Left to right) M. E. McLeod, presi- 
dent of the Control; Roger A. Yoder, 
vice president of Region VI; F. William 
Kahrl, Control vice president; M. H. Van 
Camp, Control treasurer; Arthur G. 
Green, Control secretary; and W. E. 
Weston, national CIA director from Day- 


ton. 


Gort Wayne, Ind. \oweRr LEFT 


Fort Wayne Control of Controllers In- 
stitute of America celebrated its 10th 
Anniversary at a dinner meeting held at 
the Chamber of Commerce on May 26. 

Among those attending were (/eft to 
right) Roger A. Yoder, Institute national 
director and vice president, Detroit Stee! 
Corporation, Detroit, Mich.; James L. 
Peirce, president of Controllers Institute, 
and vice president and controller, A. B. 
Dick Company, Chicago, Ill.; J. W. 
Miller, president of the Control, and vice 
president and cashier, Fort Wayne Na- 
tional Bank; Edward M. Karrmann, CIA 
national director and treasurer and con- 
troller, American United Life Insurance 





Company, Indianapolis, Ind.; John S. 
Sturgeon, CIA national director and vice 
president and treasurer, the Magnavox 
Company, Fort Wayne, Ind.; and E. W. 
Weston, CIA national director and secre- 
tary and treasurer, the Weston Paper and 
Manufacturing Co., Dayton, Ohio. 
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11 LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA | 


New York City Lower RIGHT 


The national Planning Committee of 
Controllers Institute of America receives 
congratulations on its work. Standing 
(Jeft to right) are J. McCall Hughes, 
chairman of the Committee and president- 
elect of the Institute for 1958-59; James 
L. Peirce, president, Controllers Institute, 
1957-58; and D. E. Browne, 1957-58 
chairman of the Board, Controllers Insti- 
tute. A report of the Planning Committee, 
concerning the reorganization of the Insti- 
tute into six areas and 12 regions, had just 
been approved by the Institute's Board. 
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Moving Expenses 

Employes who are paid moving ex- 
penses for taking new jobs must report 
such expenses as income, according to a 
ruling of the 10th Circuit Court of Ap- 
peals. The ruling reversed a decision of 
the Albuquerque Federal District Court 
and said that such reimbursed travel and 
moving costs were nondeductible personal 
expenses rather than business expenses. 


Cash Dividends 

Companies listed on the New York 
Stock Exchange paid $2.2 billion in cash 
dividends in the first quarter of 1958, the 
highest payments for any first quarter in 
history and an increase of more than $43 
million over the first quarter of 1957. 


seageanene 





CONTROLLERSHIP INFORMATION SERVICE 


olen 


This Electronic World 

The New York Telephone Company 
has demonstrated the Dataphone which 
will permit machines to talk to machines 
in their own language by telephone. Any 
type of information that can be recorded 
on tapes or cards can be transmitted long- 
distance by the Dataphone. A trial tariff 
has been established on the basis of $50 
for installation for most of the equipment 
and monthly rentals of $40 to $120 de- 
pending on specific requirements. 


Electronic devices to control traffic will 
be mandatory within 20 years, according 
to a prominent traffic engineer. The traffic 
commissioner of Baltimore says that elec- 


CONTROLLERSHIP FOUNDATION, 77 response to an inquiry, has 
compiled a list of selected references on the subject of 


CORPORATE ACQUISITIONS 


PERIODICALS 
“Valuations for Corporate Mergers and Re- 
organizations,’ Clarence Crocheron, The Con- 
troller, October 1956, p. 468 ++. 


“Mergers, Mixtures, and Managements,’’ Roy 
A. Foulke, Dun’s Review and Modern Industry, 
March 1956, p. 47 +. 


“When a Company Sells Out,” Edward R. 
Bagley, Dun’s Review and Modern Industry, 
September 1957, p. 43 +. 


“Seniority Problems in Business Mergers,” 
Mark L. Kahn, Industrial and Labor Relations 
Review, April 1955. 

“How to Avoid Tax Hazards in the Merger 
of Lilliput and Leviathan,” William L. Kumler, 
The Journal of Taxation, July 1957, p. 22 +. 


“Corporate Expansion Through Acquisition 
of an Existing Business,” Joseph W. Bower, 
Lybrand, Ross Bros. & Montgomery, Joxrnal, 
January-March 1957, p. 19 ++. 


“Integration Problems in Mergers,” Leslie 
M. Slote, Management Methods, August 1955. 


“What Happens When ‘Acquired’ Manage- 
ment Resists a New Owner,’ Management 
Methods, November 1955, p. 33 +. 


“Accounting Problems of Mergers and Con- 
solidations,” Walter A. Holt, NACA Bulletin, 
September 1956, Sect. 3, p. 133 +. 

“Handling the Personnel Problems of a 
Corporate Merger,’ L. Rene Gaiennie, Person- 
nel, November 1956, p. 267 +. 


“A Corporation’s Acquisition of an Existing 
Corporation,” James A. Cuddihy, The Tax 
Executive, October 1957, p. 81 +. 


PAMPHLETS 
“A Case Study in Corporate Acquisition,” A 
presentation by ACF Industries, Inc., American 
Management Association, Financial Manage- 
ment Series No. 115, 1957, 42 pp. 


“Integration Policies and Problems in 
Mergers and Acquisitions,’ American Manage- 
ment Association, Financial Management Series 
No. 113, 1957, 67 pp. 


“Legal, Financial, and Tax Aspects of 
Mergers and Acquisitions: With a Paper on the 
Economic Significance of the Current Wave of 
Mergers,’ American Management Association, 
Financial Management Series No. 114, 1957, 
90 pp. 


“Report on Corporate Mergers and Acquisi- 
tions Summary,” Federal Trade Commission, 
May 1955. 


BOOKS 
“Current Business Studies—Mergers and 
Competition: Recent Developments,” Society of 
Business Advisory Professions, Inc., Gallatin 
House, New York, 1954, 39 pp. 


“Tax Planning Under the New Regulations: 
14 Analyses Showing How to Minimize Taxes 
Today,” The Journal of Taxation, Inc., New 
York, 1957, 194 pp. 
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tronic signal controls are already being 
used in a few cities to automatically 
change the ‘‘stop and go” cycle to favor 
the heaviest traffic flow; the commissioner 
feels that electronic devices will be built 
into cars and highways. 


Processing of customer orders, which 
formerly took a week to ten days, now is 
on a 24-hour basis at the Carborundum 
Company. The improvement is the first 
concrete result of the company’s electronic 
“total systems’ attack on what it terms 
“paper pushing.” The company uses a 
Univac, an AT&T communications system 
and a ‘‘Flexowriter’’ to process automati- 
cally cash orders and payroll. 


Business Spending 

Heads of major corporations report that 
they are putting more money into promo- 
tion and research this year, despite doubts 
about how well sales and profits will 
measure up. The clue to industry's think- 
ing on self-help programs to combat the 
recession was given by the heads of com- 
panies with nearly five million workers in 
a survey made by the AMA. Of the 688 
companies responding to the question- 
naire, 242 thought sales would go up, 119 
thought they would stay level with 1957 
totals, 324 thought they would go down 
and three declined to make a forecast. 


Union Membership 

One out of every four U. S. workers 
had some union affiliation in 1957, com- 
pared with only one in 14 in 1930, Dur- 
ing the past quarter of a century, accord- 
ing to the NICB, union membership has 
increased fourfold, reaching 18.4 million 
in 1957. The three largest unions— 
Teamsters, Automobile Workers and Steel 
Workers—accounted for more than one- 
fifth of this total, while four additional 
unions had memberships ranging from 
one-half million to one million. Nearly 
half of 1957 total union membership was 
employed in manufacturing industries 
while another 27% was engaged in trans- 
portation and construction work. 


Automation at Work 

A new method conveying oral instruc- 
tions to industrial workers may make shop 
blueprints and other written instructions 
unnecessary in a variety of applications. 
The system, called Audibly Instructed 
Manufacturing Operations (AIMO) also 
is said virtually to recast manufacturing 
practices in a number of fields and to in- 
crease productivity by as much as 100%. 
Developed by Westinghouse Electric Cor- 
poration in cooperation with Dictaphone 
Corporation, AIMO utilizes a message: 
control magnetic tape recorder that trans- 
mits manufacturing information clearly 
and rapidly to any given area and to an 
individual or group of employes. 
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Aid to Education 

General Foods Corporation reports it 
will spend $486,000 this year, an increase 
of $127,000 from last year, on aid to 


allotted $66,000 this year to 36 colleges 
and universities to train high school driv- 
ing instructors: the grants range from 
$1,000 to $2,500. The Scott Paper Com- 
any makes an award each year to a Smith 


' Cllege sophomore interested in a busi- 


ness career: each winner receives $1,000 
for her junior and senior years and is of- 
fered a summer job with the company; 


| Smith College also receives $1,000 each 


yeat that one or more of the awards is in 
effect. 


Legal Price Discrimination 

Companies can legally discriminate 
among their customers if they can show 
their costs justify such action, according 
toa U. S. Board of Appeals ruling. Here- 
tofore, the FTC has held that the only 
defenses against price discrimination 
charges were that the discriminatory prac- 
tices were designed in good faith to meet 
competition or that they were furnished 
on equal terms to all purchasers. Under 
the new ruling, the Court of Appeals de- 
cided competition was not a necessary 
condition to justify price discrimination. 
“We are satisfied that the law prescribes 
only such discrimination as is inimicable 
to the public interest,” the Court declared. 


Executive Reserve Units 

The Director of Defense Mobilization 
has specifically authorized federal agencies 
having major mobilization responsibilities 
to establish National Defense Executive 
Reserve units in their regional offices. Up 
to now, Reserve units have been organ- 
ized only for agency headquarters in 
Washington. In general, those appointed 
to the Regional Reserve Units will be ex- 
ecutives living in the vicinity of the of- 
fices which they would serve. Fourteen 
agencies have established units of the Re- 
serve in Washington and are continuing 
to recruit members; Reserve now has 
more than 1000 members. 


Condemnation Awards 

May Be Tax Free 

Owners of property condemned for 
highway, slum clearance and urban re- 
newal projects need not pay federal in- 
come taxes on any profit they receive, as 
long as they use the award money to pay 
for “similar” replacements, according to 
an analysis of court decisions and rulings 
by Commerce Clearing House. 





ACCOUNTANTS ABILITY TEST KIT will save 
employers money and hours of valuable time by 
eliminating the guess work in hiring and promot- 
ing accounting personnel. No calculations to be 
made or words to write. Average time to com- 
plete Test about 20 minutes and can be graded 
by any clerk in less than 5 minutes. For $5.00 we 
a send you 10 Tests, our Master Grader and 
Nstruction Sheet. Satisfaction guaranteed. Ac- 
Counting Service Company, Dept. 307, G.P.O. 664, 
New York 1, N. Y. 
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THE SEARCH FOR BRAINS 
IN 1962 will be easier if you 
do something about it NOW... 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 
trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 
from academic training in accounting. 


The result of two years’ work and constant consultation with leading 
educators, this booklet answers the questions most often asked by 
students who are undecided upon a career. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 
counsellors throughout the country. 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY 


DESIGNED FOR DISTRIBUTION 
by corporations to high school 
graduates and college under- 


an business graduates in their recruiting 


moving up 


areas, this “career” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting per- 





sonnel. 


25f per copy 
w Place Your Order Now! 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y. 
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send Me ......... copies of “Moving Up in Business—A Look at Managerial 
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PROMOTIONS... 

S. D. Flinn is now assistant to the presi- 
dent of the United States Steel Supply 
Division of United States Steel Corpora- 
tion, Chicago, Ill. . . . Arnold W. Hartig 
has assumed the duties of general man- 
ager of the Axle & Transmission Division 
of Chrysler Corporation, Detroit, Mich. . . . 
Mario Hernandez Robles was recently 
promoted to manager-finance of CIA Mexi- 
cana de Aviacion, S. A., Mexico City, D. F. 

It was recently announced that E. A. 





MR. KIDNER MR. OTT 


Johnson has become secretary-treasurer of 
Allen Electric & Equipment Company, 
Kalamazoo, Mich. . . . J. F. Kidner was 
appointed treasurer of Canadian Oil Com- 
panies, Ltd., Toronto, Ontario, Canada. 


Mr. Kidner has been active in the affairs 
of Controllers Institute having served as 
president of the Toronto Control (1954- 
55) and currently serving as chairman of 
the Canadian Affairs Committee. .. . 
S. B. Hubbard Company, Jacksonville, Fla., 
elected Benjamin B. Bromberg vice presi- 
dent and controller and a director. He is 
president-elect of the Florida Control, 
Controllers Institute. 

William A. Ott was appointed control- 
ler of the Lodge & Shipley Company, 





MR. HILL 


Cincinnati, Ohio. . Fifth Avenue 
Coach Lines, Inc., New York, N. Y. has 
named Harry E. Sutton its comptroller. 
. . . Bertram B. Tower was elected to the 
newly created office of vice president-f- 
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nance of American Cable & Radio Co. 
poration, New York. . . . Robert D, Hil 
was elected vice president-finance, Frye. 
hauf Trailer Company, Detroit, Mich, 


ADDITIONAL DUTIES .. . 


C. R. Beddows has assumed the dutig 
of vice chairman and controller of low, 
Public Service Company, New York. . 
Midwest Piping & Supply Company, Inc 
St. Louis, Mo., has elected Fred J. Blum 
executive vice president and_ secretary 
. . . The election of K. Spencer Buell 3s 
treasurer and controller of Plax Corpo. 
tion, West Hartford, Conn., was recently 
announced. 

Arthur L, Burgess was elected vice pres. 
dent and treasurer of Northern State 
Power Company, Minneapolis, Minn. . . 
Ralph W. Conway now has the respon. 
sibilities of vice president and treasurer of 
the Globe-Union, Inc., Milwaukee, Wis. 
. . . Ford Motor Company, Dearbom, 
Mich., has named Richard L. Johnson an 
assistant treasurer. He will also continue 
his present assignment as manager of the 





MR. LAWSON MR. PAGE 


special financial projects department. 
United Carbon Company, Charleston, 
W. Va., has announced the election of 
Harold B. Lawson as assistant secretary 
and assistant treasurer; he will continue as 
controller. Mr. Lawson is the outgoing 
president of the Cleveland Control of 
Controllers Institute. . . . H. F. McCloy 
is vice president and ee of Union 
Supply Company, Pittsburgh, Pa. ... 
John V. Page has assumed the responsibil- 
ities of executive vice president and treas- 
urer of Rayette, Inc., St. Paul, Minn. Mr. 


Page was recently elected a director of f 
Controllers Institute for a three-year term | 


beginning September 1. 


NEW APPOINTMENTS .. . 

D. E. Sadler was appointed special as- 
sistant-finance of Cleveland-Cliffs Iron 
Co., Cleveland, Ohio. ... J. C. Mac 
Micking recently became affiliated with 
Carriere & McFeeters, Scarborough, On- 
tario, Canada, as controller... .N. A 
Clouet, treasurer of Sargent & Company, 
New Haven, Conn., was elected a direc 
tor. He will retire on July 1. 

Golden Gate College has elected John 
R. McKee, president of California Casualty 
Indemnity Exchange, San Francisco, Calif, 
to its Board of Trustees. 
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W. Carlton Lang, comptroller of E. I. 
du Pont de Nemours, Wilmington, Del., 
was elected a director of one of its sub- 
sidiaries, Remington Arms Company. 

Recently elected to his company’s board 
is William H. O’Brien, vice president-fi- 
nance, Shulton, Inc., Clifton, N. J... . 
Samuel Kaplan, vice president, treasurer 
and controller, Zenith Radio Corporation, 
Chicago, Ill., is also a director of the 


company. 


HONORS TO... 

s. E. MacArthur, treasurer and control- 
ler, Federal-Mogul-Bower Bearings, Inc., 
Detroit, Mich., who was initiated as an 
honorary member of Alpha Omicron 
Chapter of Beta Alpha Psi Fraternity at 
Michigan State University. Mr. MacAr- 
thur addressed the fraternity’s banquet 
on May 16 on “Responsibilities of a 
Controller.” 

Harry Anson Finney, Arthur Bevins 
Foye, and Donald Putnam Perry, distin- 
guished accountants who were elected to 
the Accounting Hall of Fame at the 20th 
Annual Institute on Accounting, sponsored 
by the Department of Accounting, Col- 
lege of Commerce and Administration, 
Ohio State University, held on the Campus 
at Columbus, Ohio, on May 15-16, 1958. 

The honors were conferred by Presi- 
dent Novice G. Fawcett, Ohio State Uni- 
versity, following an address on “Sacri- 
fices for Freedom,” given at the banquet 
in the East Ballroom of the Ohio Union 
by President Arthur S. Flemming of Ohio 
Wesleyan University. 

Others elected to the Hall of Fame in 
previous years include: 


Roy B. Kester and Hermann C. Miller, 
oe i 

Ananias Charles Littleton, 1956; 

Percival Flack Brundage, 1955; 

Carman George Blough, Samuel John 
Broad, Thomas Henry Sanders (1885- 
1953), and Hiram Thompson Scovill, 
1954; 

Arthur Edward Andersen (1885-1947), 
Thomas Coleman Andrews, Joseph Ed- 
mund Sterrett (1870-1934), and Charles 
Ezra Sprague (1842-1912), 1953; 

Elijah Watt Sells and Victor Hermann 
Stempf, 1952; 

Arthur Lowes Dickinson and Henry 
Rand Hatfield, 1951; 

George Oliver May, Robert Heister 
Montgomery and William Andrew Paton, 
1950. 


Joseph A. MacQueen, director of Or- 
ganization Planning, Alan Wood Steel 
Company, Conshohocken, Pa., who was 





FOR SALE: Underwood Sunstrand 
Accounting Machine, late model, with 
check stub carriage. Like new condi- 
tion. 


American Enka Corporation, Enka, N. C. 
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recently elected president of the Systems 
and Procedures Association for the year 
1958-59. . . . John B. Inglis, partner in 


the public accounting firm of Price Water- | 
house & Co., New York, who was re- | 
cently elected president of the National | 


Association of Accountants for the year 
1958-1959. . . . Franklin D. Price, vice 
president of the Texas National Bank in 


Houston, Texas, who was elected presi- | 


dent of the National Association of Bank 


Auditors and Comptrollers effective July 1. | 
. . . Lester E. Hill of Ryan Aeronautical, | 
San Diego, Cal., who has been elected | 


president of the National Machine Ac- | 


countants Association for 1958-59. 


SPEAKERS ... 
Paul B. Cate, controller of Hallmark 
Cards, Inc., Kansas City, Mo., spoke at 


a one-day seminar sponsored by the So- | 


ciety for the Advancement of Manage- 
ment at Kansas City University on April 
17. His subject was “Budgeting—A Busi- 
ness Philosophy.” . . . J. Lowell 


John- | 


son, controller, J. A. Folger & Company, | 


Kansas City, Mo., spoke at the University 
of Colorado’s 5th Annual Institute on Ac- 
counting. Mr. Johnson’s subject was “The 
Controller Must Control and Report.” 


Hans C. Todt, comptroller, Bristol Lab- | 


oratories, Syracuse, N. Y., recently ad- 
dressed a meeting of the American Society 
of Women Accountants on “Accounting 
Reports—A Management Tool.” 


John A. Beckett, manager of management | 


services, Arthur Young & Co., Chicago, | 


Ill., addressed the Midwest Economics 
Association in Des Moines, Iowa, 
April 19 on ‘‘Management Services—New 
Frontiers for Public Accountants.’’ He 


on | 


also spoke before the National Manage- | 


ment Association in Chicago in mid-May; 
the bi-annual cost conference of the IIli- 
nois Institute of Technology in early May; 
and the Graduate Conference of the Uni- 
versity of Minnesota, also early in May. 


WRITERS . . . 

An article by Hans C. Todt, comptroller, 
Bristol Laboratories, Inc., Syracuse, N. Y., 
on “Corporate Controller's Interest in Ac- 
counting Education” appears in the May 


1958 issue of the Accounting Forum. Mt. | 


Todt is a past president of the Syracuse 
Control of Controllers Institute and is 


currently serving as chairman of the In- | 


stitute’s National Education Committee. 


. . . William C. Jones, controller of Ala- | 


bama By-Products Corporation, Birming- 


ham, Ala., has written an article entitled | 


“Separation of Fixed and Variable Costs 
—A Case Study of the Use of Such Sep- 
aration’’ which has been submitted to na- 
tional headquarters of National Associa- 
tion of Accountants by its Birmingham 
Chapter. Mr. Jones is active in the affairs 
of Controllers Institute having served as 
president of the Birmingham Control, a 
member of the national board of directors 
since 1955 and regional vice president, of 
Region V for the past two years. 











NEED CAPITAL? 


Cash available. Large or small sums. Un- 
limited sources for New Ventures, Expansion, 
Working Capital, Inventories and Equipment, 
Real Estate and Building Projects. The 
“know-how” to obtain this capital is fully 
revealed in HOW AND WHERE TO RAISE 
CAPITAL research folio. Editor Stanley E. 
Williams shows you how to get money to 
make money by highly ethical and proven 
methods. Unusual financing advantages ex- 
plained can produce increased earnings, 
greater tax savings, and assure business se- 
curity. You can now obtain the complete 
research folio upon request for ten days FREE 
TRIAL examination. If you decide to keep 
it, the cost is only $12.50. Absolutely no ob- 
ligation. Write for your Free-Trial copy 
today! 
ADVANCE PUBLISHING SERVICE, INC. 

Dept. C-71 Box 1377, Miami 8, Florida 
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Interstate Commerce 


ured by gross receipts, and that the impo- 
sition of the tax was not in violation of 
either the Commerce Clause or Due Proc- 
ess Ciause of the Federal Constitution. It 
is also of interest to note that the state 
court considered it to be permissible to 
use interstate sales in the apportionment 
formula as a basis for measuring the tax 
by net income on the grounds that the 
formula was a practical but not a neces- 
sarily precise method of arriving at a 
rough approximation of values attribut- 
able to the taxing state granting the priv- 
ilege of doing business. 





State Taxation of Corporations Engaged in 


(Continued from page 314) 


In response to the taxpayer’s argument 
that the State Tax Commission’s formula 
involved the risk of double taxation of the 
same sales, the State Supreme Court held 
that the tax before it was not a sales or 
use tax but an excise on corporate priv- 
ileges based on a net income measure de- 
signed to reflect solely Massachusetts val- 
ues, and that no other state could impose 
the tax on those privileges or values. The 
court also stated that any minor overlap- 
ping of measures of net income by other 
states would be at most an inconsequential 
result of the honest efforts of the states to 
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Did you know that any company—large or 
small—can take advantage of modern data- 
processing methods to cut costs on clerical 


operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment to give you all 
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the reports you need. You get them faster, 
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power and equipment. 


If you have a tabulating department, STATISTICAL can help you cut costs in 
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Just phone or write our nearest office. 
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make apportionments, and that any inac. 
curacies would be well within the limits 
of action permitted to the states. These 
latter points, which are of the utmost im. 
portance to the practical business man and 
to the constitutional lawyer, represent an 
unacceptable philosophy particularly from 
the standpoint of business. 

In the next case, the Panhandle Easterp 
Pipe Line Case versus the Supreme Court 
of Michigan, the opinion is not so clear 
cut regarding the subject of the tax, but 
an analysis of the statute indicates that the 
subject of the tax was the privilege of en. 
gaging in intrastate commerce. The meas- 
ure of the tax was paid-in capital and sur- 
plus attributable to Michigan determined 
by the application of a Massachusetts-type 
three-factor formula based on property, 
payroll and sales. As in the Breck Case, 
the dispute arose with respect to the sales 
factor of the formula since the Michigan 
law required that 50% of the sales of 
goods brought in from outside the state 
and sold in Michigan were includible in 
the numerator of the sales factor. 

The case arose when Panhandle East- 
ern Pipe Line Company challenged the way 
the state allocated its interstate receipts 
for purposes of the tax. Panhandle earned 
34% of its receipts from gas sold in 
Michigan, almost all of which was pro- 
duced outside the state. Michigan wanted 
to include 50% of the shipments into the 
state in the formula as provided by state 
law. Panhandle claimed that only gas both 
produced and sold in Michigan, about 
2% of its total sales, belonged in the 
formula. The Supreme Court of Michigan 
held in June 1956 that the tax violated 
the Commerce Clause and that 50% of 
the sales of gas brought into Michigan 
from other states were interstate sales and 
to include any part of them in the for- 
mula would constitute an invalid tax on in- 
terstate commerce. This interstate business 
was completely severable and unrelated to 
Panhandle’s intrastate business. 

This case was later submitted to the 
United States Supreme Court for review 
but this Court denied certiorari in Novem- 
ber 1956 thereby closing the books on the 
state’s franchise tax dispute. 

At first it was felt that the Supreme 
Court decision in this case might be held 
to be applicable to other states having 
business. franchise taxes similar to Michi- 
gan’s. However, in actual practice, the 
other states have refused to accept the 
Panhandle decision as an authority until 
their own state courts rule that the inter- 
state transactions cannot be taxed. If an- 
other state should reach the opposite con- 
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dusion, then there is nothing to prevent 
the Supreme Court of the United States 
at that time from reviewing the case again 
and settling it decisively. 

Now it would appear from these two 
cases that there is a conflict between the 
two with respect to the inclusion of inter- 
state sales in the sales factor portion of 
the formula. It should be recognized, 
however, that in the Breck Case net in- 
come was the measure of the tax and in- 
terstate sales were used merely in the 
apportionment of such net income. On 
the other hand, in the Panhandle Case the 
measure of the tax was paid-in capital and 
surplus and interstate sales were used 
solely to determine the portion of such 
capital and surplus which was attributable 
to Michigan. 


CONSTITUTIONALITY 
OF STATE TAX LAWS 

It follows therefore that the constitu- 
tionality of a state tax law frequently 
depends upon the character of the tax 
levy. Basically, taxes fall within these 
categories; property, privilege, and in- 
come. A franchise tax is within the privi- 
lege tax classification. In order for a state 
to levy any privilege tax it must confer 
upon the taxpayer a privilege which the 
state is free to grant or withhold. Ac- 
cordingly, it has been taken as funda- 
mental that a state may not impose a tax 
for the privilege of conducting a purely 
interstate business. 

In considering the constitutionality of 
state privilege taxes the United States Su- 
preme Court bases its inquiry on two basic 
questions: (1) Is the subject of the tax 
proper? and (2) Does the measure of the 
tax satisfy the limitations imposed thereon 
by the Federal Constitution ? 

If the tax under review does not satisfy 
the first requirement, then the measure of 
the tax, however valid it may appear to 
be, is immaterial as maintained in the 
Spector Motor Service Inc., Case. 

It has also been firmly established that 
state privilege taxes imposed on foreign 
corporations conducting both interstate 
and intrastate business within a taxing 
state are constitutionally valid. More im- 
portantly, it has been held by the United 
States Supreme Court that the states have 
the authority to include receipts from in- 
terstate sales in the numerators of appor- 
tionment fractions by which the base for 
the tax is determined. It is unfortunate 
that these principles are not applied with 
consistency and no reliable standards exist 
by which a determination of the taxing 
powers of the states may be made with 
any degree of confidence. 

Despite the confused constitutional 
status of the taxing powers of the states, 
corporation tax men cannot ignore the 
Panhandle decision and its possible rela- 
tionship to those 19 other states which 
levy a franchise tax whose apportionment 

(Continued on page 346) 
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Prentice-Hall, Inc., extends a Special Invitation 
to readers of The Controller 


By RONELLO B. LEWIS 


Partner, E. F. Hutton & Company 


A new work of first importance! 
Shows how the accounting reports 
of your company can present the 
facts so simply and clearly that 
their whole meaning is quickly ap- 
parent. Such reports are a sound 
basis for control, and for corrective 
action where needed. 


Let us send you this long-needed reporting 
guide, to examine for 10 days and judge 
its value to you. “ACCOUNTING RE- 
PORTS FOR MANAGEMENT” shows you 
how management can readily obtain a clear, 
concise, instantly informative picture of 
sales, costs, expenses, profit and loss, bal- 
ance sheet elements, research expenditure, 
outlays for capital growth, and other factors. 


Here are a few of the highlights of this 
extraordinary book: 


1. 20 specific techniques for making reports 
more attractive to the eye and far easier 
to read. 

2. 10 specific techniques for providing con- 
trol through more effective reporting. 

3. Effective use of the flash report in which 
quick summary facts are arranged for 
easy reading. 

4. A new, clearly etched presentation of the 
monthly management report—the key ref- 
erence report for the enlightenment of 
the officers. 

5. A unique revealing trend report that 
shows in what direction the business is 
moving and is an invaluable guide to 
planning. 

6. Special reports that relate research costs 
and capital expenditures to their long- 
range profit potential. 

7. The use of flagging devices to highlight 
weak spots for corrective action. 

8. Complete, fully-worked-out examples to 
illustrate every technique described in the 
book, 


The purpose of an accounting report is to 
enlighten management through a rapid, 
prompt, and accurate revelation of the facts 
at hand. If these facts are drably presented, 
difficult to read, and their meaning hard to 
get at, much of their purpose and interpre- 
tive value will be nullified. 


Why let that happen? In his great new 
book, “ACCOUNTING REPORTS FOR 
MANAGEMENT,” Ronello B. Lewis shows 
you how easy it is... and how much lower 
in cost ... to prepare reports which are 
easy to read, quick to grasp, and give all 
pertinent facts at a glance. Send for your 
free-trial copy today—mail coupon at right. 


FREE t2: 10 devs’ examination... 
ACCOUNTING REPORTS 
FOR MANAGEMENT 




















ABOUT THE AUTHOR 


Ronello B. Lewis, as Vice President and 
Controller of Olin Mathieson Chemical 
Corporation, from 1953 to 1957, headed 
an accounting and control organization 
that performed services for management 
in more than 20 operating divisions of 
a rapidly growing industrial corporation. 


From 1949 to 1953 Mr. Lewis was con- 
troller of Radio Corporation of America, 
and for seventeen years prior to that he 
was with two merchandising companies 
where his responsibilities fell again into 
the areas of accounting, reports, planning 
and budgets, financial analysis, and other 
control services for management. 


Mr. Lewis is a member of the Control- 
lers Institute of America and a Trustee 
of its research arm, The Controllership 
Foundation. In August 1957, he became 
a partner in E. F. Hutton & Co. invest- 
ment brokers. 
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AMINATION, a copy of ‘‘ ACCOUNTING 
REPORTS FOR MANAGEMENT,” by 
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postage and shipping) in full payment —or 
simply return the book and owe nothing. 
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Announcing 
a digest of 


PRODUCTIVITY 
ACCOUNTING 


by 
Hiram S. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
portant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical diffi- 
culties are considered. Five uses of 
the technique are then discussed: 
1. Over-all measure of the effi- 
ciency of a firm 
2. Analytical audit of past per- 
formance 
3. Budget control of 
performance 


current 


4. Common-price financial state- 
ments 

5. Measurement of initial distri- 
bution of the benefits flowing 
from gain (loss) in the firm’s 
productivity. 
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formula is similar to that denounced in 
the Panhandle Case. The decision should 
be carefuily analyzed to consider whether 
applications for refunds should and may 
be filed under the franchise tax laws of 
the States of Arkansas, Colorado, Florida, 
Georgia, Kansas, Kentucky, Louisiana, 
Mississippi, Missouri, New Jersey, New 
Mexico, North Carolina, Ohio, Oklahoma, 
Pennsylvania, South Carolina, Texas, 
Washington and West Virginia. 

It is my opinion that whatever deter- 
mination may be reached by corporation 
tax men, they will find themselves in dis- 
agreement with state tax officials until 
such time as the United States Supreme 
Court more precisely defines the constitu- 
tional limits of the taxing powers of the 
several states. As I pointed out earlier, we 
have entered into an era since 1953 of a 
new swing of the constitutional pendulum 
which may again embrace Justice Stone’s 
multiple approach to state taxation under 
the Commerce Clause. As you can see 
from the cases discussed, there is still con- 
siderable confusion existent as to basic 
principles to be applied. The basic ques- 
tion appears to be not whether a particular 
apportionment violates a particular con- 
stitutional provision, but rather what is 
the fairest over-all method of apportion- 
ment. Tax administrators, as a whole, 
want to be sure that all the taxable base 
of a given corporation is taxed in one 
state or another. Corporation tax men, 
however, want to be sure that they are not 
taxed in two different states on the same 
tax base. 

The apportionment problem cannot be 
solved merely by having the courts decide 
in particular cases whether or not some 
constitutional provision has been violated. 
An over-all attempt must be made to se- 
cure efficiency and equity in taxation. 


CONCLUSION 

This discussion cannot give you much 
encouragement as to methods of escaping 
the legal hazards of carrying on business 
Operations in multi-state areas. I have 
pointed out to you the confusing array of 
court decisions with respect to interstate 
commerce transactions. Even though six 
years have passed since the Spector Motor 
Case was decided by the United States 
Supreme Court, as can be seen from some 
of the other decisions which I have pointed 
out to you, the situations are not identical 
and in most cases the decisions cannot be 
applied precisely to tax situations in- 
volved. At the same time state tax officials 
generally regard court decisions as not 
applicable to their peculiar situations un- 
less their questions are directly answered 
by the Supreme Courts. The question may 
well be raised as to what are the best 
means of alleviating this general situation. 


State Taxation of Corporations Engaged in 
Interstate Com merce (Continued from bage 345) 


At present there are well-established 
movements for the development and 
adoption of uniform!'state legislation jp 
certain fields of tax legislation. As yoy 
undoubtedly know, the national Com. 
mittee on State and Local Taxation of 
Controllers Institute has been instrumental 
to a great degree in promoting the devel. 
opment of uniform legislation for taxes 
based on or measured by net income of a 
corporation. 

There are other tax specialists who feel 
that the only solution for collective action 
by the business community is by Congres. 
sional action. Many of the decisions of 
the United States Supreme Court contain 
references to the need for federal legisla- 
tion to remove the complex constitutional 
questions from the field of state taxation 
by limiting the degree to which state taxa- 
tion of interstate commerce will be per- 
mitted. 

A third possible solution that has been 
suggested is that the states might improve 
their administrative machinery. Modest 
steps have already been taken by some 
states, such as California and Illinois, to 
centralize the collection of some state and 
local taxes into one state agency in order 
to reduce duplication and multiple filings. 

From the standpoint of the individual 
corporations the following is suggested as 
a means of coping with their individual 
problems: 


1. The corporation should employ a tax 
specialist who can cope with the daily 
routine requirements for filing tax re- 
turns and who also can devote time to 
studying the statutes, regulations, and 
court decisions in order to determine 
their applicability to the peculiar prob- 
lems of the corporation. Corporations 
should also utilize the assistance and 
advice of legal counsel to the greatest 
extent possible. Such advice should be 
requested before entering into trans- 
actions rather than after. This repre- 
sents the preventive approach to tax 
problems rather than resorting to a 
curative course of action after the 
transactions have occurred. 

2. Tax services and publications should 
also be utilized to the greatest extent. 
These publications are a valuable guide 
for dealing with problems which arise 
from day to day. 

3. The corporation should also, if neces- 
sary, obtain corporate representation 
service in the states in which it is doing 
business. Such service assures the home 
office of prompt notice of any law- 
suits brought against the corporation 
in a foreign jurisdiction. They are also 
of value to management since they 
provide periodic notices and advice 
concerning compliance with various 
tax laws and regulations in the states. 
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In summary, if you are planning to en- 
age in interstate commerce 1n multi- 
sate areas, there are object lessons to be 
drawn from the cases previously dis- 
cussed. Very briefly, here are some basic 
principles to observe: 


1p privilege tax can reach the local 
portion of receipts of businesses that 
are conducted in both intrastate and 
interstate commerce ; 

_It cannot reach receipts of purely in- 
terstate commerce ; 

_ The fact that a portion of the business 
is intrastate does not excuse taxing the 
outstate portion, nor taxing the entire 
business without discrimination; and 

The tax exacted must be referable to 
(measured by) only the intrastate por- 
tion. 


rm 


we 


> 


If you are engaged in a mixture of in- 
terstate and intrastate commerce in a pose 
ticalar state you should be sure to drop 
out of your sales factor numerator all in- 
terstate receipts involving outshipments 
to customers located in other states. Al- 
though the position of many of the states 
is still not clear on this question, you 
should give consideration to the Pan- 
handle Case viewpoint and also to the 
Breck Case to decide whether they can be 
applied in justification of your position. 
Most of the states have a fixed formula 
for spreading the interstate income or 
capital values of unitary operations in and 
outside their boundaries, to assess only 
instate elements. However, most of them 
also have machinery set up to vary the 
strict terms of the statutory apportion- 
ment methods in the interest of fair play 
and legality. Without a clear understand- 
ing of how to use this machinery you are 
shackled to one inflexible and often ex- 
pensive method of figuring the taxable 
state portion of national operations. Pan- 
handle knew what to do about it and 
saved plenty. 

As I have previously pointed out, even 
though you are engaged in interstate com- 
merce there is always the danger that your 
activity within a particular state may be 
subject to a “direct” income tax. In such a 
situation you should take the following 








as your old and new address. 
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precautions to avoid liability for such a 
tax: 


1. Do not maintain an office or place of 
business in the state; 

2. Do not register to do business there ; 

3. Make no contracts there; 

4. Carry on your manufacturing processes 
outside the state; 

5. Have employe salesmen and technical 
demonstrators supervised and directed 
from an out-of-state office, even though 
they may be residing within the state; 

6. Do not own inventories within the 
state from which shipments are made; 
and 

7. Ship products by mail or common car- 
rier into the state from outside of the 
state. 


Court decisions indicate that even for 
a “direct’’ income tax the independent, 
severable activities within the state must 
be substantial to warrant assessment. If 
you are being assessed such taxes in error, 
you should take the necessary steps to 
protest and claim refund for any pay- 
ments and to file a complaint and appeal 
from any assessments, etc., in keeping 
with the local practice. 

You should also bear in mind that you 
can still escape the “direct” income type 
of tax if the real incidence of the tax law 
is on the operating privilege, as in the 
case of Pennsylvania’s 1951 law used to 
reach interstate operators. 
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American Appraisals 
correct errors in 
property accounts 
Continuous American Appraisal Serv- 
ice®is an effective method of property 
control—reflecting changes in physi- 
cal assets and fluctuations in value. It 
keeps property records in line with 

property facts. 


The 
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Company ® 
leader in property valuation 


HOME OFFICE: MILWAUKEE 1, WIS. 
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RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 


SITUATIONS WANTED 











EXECUTIVE 








Presently employed in the furniture industry; | 


broad background in public accounting and 
as financial officer of large and medium-sized 
manufacturers. Interested in financial or plant 
management of progressive company. Prefer 
midwestern or southern areas. Box 2333. 


CONTROLLER-TREASURER 
OR ASSISTANT 


CPA desires career position with medium- 
sized company showing excellent growth pat- 
tern. Experienced controller, researcher and 
analyst. Record includes cost reduction, work 
simplification, improved systems and_ pro- 
cedures, budget controls, tax savings. Box 
2334. 


WANTED TO BUY 








CPA FIRM will purchase entire practice or 
individual accounts N.E. area. Box 2307. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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Capital Commitment Decisions 
(Continued from page 318) 


AUTHORITY 
FOR CAPITAL COMMITMENTS 

The authority to make decisions with 
respect to these various types of capital 
commitment problems might be greatly 
simplified by the type of segregation, and 
the nature of the controls recommended 
for each. In short, it should be possible to 
assign the authority to make these com- 
mitments to different levels within the 
hierarchy of the organization, depending 
upon the type of commitment, e.g. : 

1. Might it not be appropriate for the 
responsibility for replacing worn-out pro- 
ductive facilities to extend as far down in 
the organization as the division manager ? 
Could he not be given some amount, de- 
termined on the basis of adjusted depre- 
ciation allowances in his division, with 
which to replace the facilities which are 
no longer useful and, essentially, make 
such decisions? Must capital commitment 
problems of this sort follow the same pro- 
cedures for clearance and approval as do 
the other kinds? Should it not be the re- 
sponsibility of the management of the 
company to provide funds for such pur- 
poses without substantial formality as to 
the specific commitment selection ? 

2. When replacing for cost savings, 
the lower levels of responsibility might 
also, it seems, be given more authority 
than is generally found. Might it not be 
well, in some cases, to grant a department 
head—or even a subdepartment head—- 
the right to commit corporate funds up to 
a given total amount each year for any 
cost-saving opportunities which would 
assure a certain return on investment ? 
And to supplement that “allowance” 
with other appropriations whenever he 
wishes to exceed that amount in total or 
with respect to individual commitments ? 

3. Investments in equipment which are 
proposed primarily to enhance the quality 
of the product, or the level of service to 
customers, seem definitely of the sort 
which should require the approval of the 
higher levels of management and even, at 
times, of the directorate. The breadth of 
the considerations involved in questions 
of this sort is great. The necessity for the 
change, the effect upon price and volume, 
the action of competition; all these and 
more are involved. 

There is a question in regard to capital 
commitments of this sort. Are there any 
which are too small to bother top man- 
agement with? Practically, of course, the 
answer must be in the affirmative. Top 
management or the board must not be in- 
volved in pennies. But when the purpose 
of the expenditure is primarily to pursue 
the objective of product quality or service 
improvement, it would seem wise to draw 
the line at a fairly low point, both with 
respect to the individual projects and to 








The Background for Making Effective 


the period expenditures as a whole. 

4. In principle, matters of expansion of 
capacity seem clearly to be the province of 
the directorate of most companies, To 
management is generally obliged to de. 
velop proposals for promoting the con. 
tinued health and strength of the company, 
and this certainly includes presenting 
specific proposals for growth and expan- 
sion. But it would seem that the approval 
of such plans—particularly for broad pro. 
grams—ought to rest with the board of 
directors. 

Here again, how to be practical? 

The solution, of course, lies in the cir. 
cumstances of the individual case. Could 
we not start with the premise that a pro- 
posal involving any significant project 
must be referred to the board? From that 
basic premise could we not loosen the 
reins on a proposal for expansion which 
involves only individual assets which do 
not exceed a given amount of installed 
cost and authorize approval by top man- 
agement ? Under these conditions, no pro- 
posal involving the expansion of produc- 
tive or other facilities would be approved 
below the top-management level of the 
company—but the board would not be 
called upon to rule on matters of insuffi. 
cient import to that group. 


SUMMARY 

Capital commitment is no less com- 
plex than most other business problems— 
and the results are usually with us a lot 
longer. For that reason, I cannot whole- 
heartedly embrace the proposals that capi- 
tal commitment decisions be indiscrimi- 
nately reinforced by the various analyses 
and formulae currently in vogue. 

Capital commitments are made for a 
number of reasons and before you can de- 
termine the proper answer, you must de- 
termine the nature of the problem you 
are trying to resolve. The classifications 
offered in this paper—(1) replacement of 
exhausted assets, (2) replacement for 
cost reduction purposes, (3) replacement 
to improve quality, and (4) the expan- 
sion of the entire facility—are indicative 
of the reasons for capital commitment 
which appear to influence the amount of 
funds which it is appropriate to make 
available and the organization for deci- 
sion-making as regards the acquisition of 
new assets. 

Obviously, not all capital commitment 
problems will fit neatly into one or an- 
other of these classifications, but most of 
them will bear the primary characteristics 
of at least one. 

The thinking of company management 
with respect to these problems—and to 
the amount of capital which ought to be 
committed to each of these different put- 
poses—should be perceptive to the dif- 
ferences between them. 
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